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CHAPTER I INTRODUCTION TO THE REPORT 


The Committee was instructed to enquire into the marketing of gasoline 
in Alberta and to consider the relationships between oil companies and service 
station operators. 


The committee accordingly had to gather facts and information relating to: 

(a) markets for gasoline in Alberta, 

(b) the manufacture supply and distribution of gasoline to serve those 
markets, 

(c) the service-station operator and his retail business, 

(d) the oil companies engaged in marketing. 


With some background of information about service station operators 
and their problems on the one hand, and the oil companies and their practices 
on the other, the Committee would be better equipped to consider the rela- 
tionships between oil companies and operators and make findings and recom- 
mendations. Gasoline marketing is only one aspect of the integrated oil industry, 
—it is an essential part of a larger body. 

The oil industry is complex, and detailed study is necessary to gain some 
understanding of it. The aspects of it which the Committee considered are 
described in the Appendix to this report. The Appendix contains details of 
the background information and source materials which led the Committee 
to its conclusions. The statements and recommendations contained in this 
report are based on the studies described in various chapters of the Appendix. 
The references in the margin of this report are to chapters, charts, or tables 
of the Appendix which are the basis for statements contained in this Report. 
If a question arises about a particular aspect of the report reference may be 
made to the appropriate chapter of the Appendix for further particulars. 


The markets for gasoline in Alberta are outlined in PART 1 of the Ap- 
pendix. The manufacture, supply and distribution of gasoline to serve those 
markets is described generally in PART 2. 

A study of the oil companies indicates that eight huge international oil 
companies dominate the world oil industry. A comprehensive report on the 
world position of seven of these eight oil companies was published in the 
“Staff Report to the Federal Trade Commission” of the United States pre- 
pared in August of 1952 entitled the “International Petroleum Cartel”. For 
convenience of reference the Committee will use the term “cartel” to designate 
the seven companies described in that report. PART 11 deals with “The 
World Oil Perspective” and the companies which dominate the industry. 

The eight international companies which dominate the world oil industry 
all operate in Alberta and similarly dominate the oil industry in this province. 

Subsidiaries of four of the eight international oil companies are engaged 
in refining and marketing in Alberta. These four own 100% of the refineries 
operated in Alberta. The retail outlets “tied” to marketing the products of 
these four sell 86% of gasoline sold through retail outlets. These four supply 
the wholesalers who market much of the remaining 14%. This inquiry into 
the relationship of oil companies and service station operators is therefore 
very largely the consideration of the relationships between the subsidiaries of 
four gigantic international oil companies on the one hand, and the Alberta 
retail dealers of gasoline who are “tied” to marketing of their products on 
the other hand. 

The Committee has considered the service station business and the prob- 
lems of its operators in several chapters of the report. 

Superficially you would expect the business of a service station to be 
relatively easy to understand, with problems similar to those of many other 
small businesses. This expectation could hardly be further from the facts 
when you examine them. 

Service stations collectively are the largest customer for gasoline, the 
oil industry’s principal and most expensive product. The dominant underlying 
factor in the service station business is that the price at which service stations 


Chapter | Page 5 








purchase gasoline is absolutely vital to the profits of the integrated oil industry. 
Accordingly whatever happens in a service station is determined very largely by 
the pervading self interest of a handful of gigantic international oil companies. 

In the relationship between oil company and service station operator, a 
mere “suggestion” by the oil company appears to have more force or com- 
pulsion and is more likely to be observed than a direct order from an em- 
ployer to an employee. 

This “independent business man”, the service station operator, 

(a) will purchase merchandise like sweat shirts or charcoal that he 
doesn’t think he can sell and doesn’t want to handle, because the oil 
company “suggests” it; 

(b) he will knowingly incur losses by staying open during hours when 
he doesn’t want to be open, because the oil company “suggests” it; 

(c) he will surrender a lease at a lower rental and “agree” to the substi- 
tution of a new lease at a higher rental, because the oil company 
“suggests” it; 

(d) he will spend his money for oil company promotions that he doesn’t 
want to participate in, not because he believes they increase his par- 
ticular business, but because the oil company “suggests” it. 

The service station operator exercises his “independence”, within very 
narrow limits, to do exactly what his oil company wants him to do. He ap- 
pears to have a deep seated conviction that if any “independent business man” 
who operates a service station follows a policy in his station which runs 
counter to the policy of the oil company to which he is tied, the results.will be 
prompt and disastrous, for the operator. 


Strange Behavior of Operators 

The Committee encountered many examples of business behavior which 
differed from our expectations of what an independent business man would 
do. 

A service station operator received requests from his customers for a 
brand of tires he did not stock. He told us he would like to stock and display 
this particular brand of tires, but was afraid to do so for fear his oil company 
landlord would terminate his lease. An independent merchant would normally 
place the brand preference of his customers ahead of the brand preference of 
his landlord. 

Other service station operators reported the reverse problem. They stated 
they stocked unprofitable merchandise which their customers didn’t particu- 
larly want, and which they would prefer not to handle, because the oil 
company “suggested” that they do so and the oil company advertised the 
merchandise. What other independent business man stocks unprofitable mer- 
chandise because his landlord advertises it? 

Most independent merchants take it for granted that they decide what 
stock they will carry, and how much. Some operators reported that they 
bought and stocked more merchandise of some types than they wished to 
carry, because their landlord required them to do so. Their lease contained 
a clause reading “the lessee shall conduct . . . the service station business . . 
in accordance with the instructions of the lessor from time to time . . . with 
respect to . . . completeness and sufficiency of stock-in-trade carried . . .” 

Most independent business men would accept the honor of election to 
office in their trade association without considering the views of their landlord 
or their wholesale supplier. Some service station operators stated they re- 
frained from membership or office in the Automotive Retailers’ Association 
because of apprehension that their oil company landlord might terminate their 
lease or their oil company wholesaler might refuse to supply them with mer- 
chandise or that their oil company might otherwise tangibly indicate its 
disapproval of their participation. 


Strange Behavior of Oil Companies 


The Committee encountered oil company practices which were equally 
difficult to understand. 
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The Committee interviewed the operator of one city service station whose 
income wasn’t enough to pay his rent. His oil company landlord encouraged 
him to continue to operate the station without paying any rent. However, 
the operator also required a minimum income on which to live. The oil 
company offered to help solve this problem and agreed that when his income 
fell below a designated minimum the oil company would make up the differ- 
ence, which in many months amounted to more than $200.00 per month. In 
most businesses when a tenant can’t pay rent he is evicted. In what other 
business would a landlord pay a tenant, who is unable to pay rent and whose 
business is losing money, to continue to occupy the landlord’s premises. 


The Committee found many cases where an oil company would lease a 
service station from a developer at a high rental such as $600.00 per month, 
and then immediately sublet to a service station operator as lessee at a rental 
of half that figure or less. Few other landlords so obviously subsidize their 
tenants. 


In a city service station, the lessee operator decided to close his business 
at night because the additional wages he had to pay exceeded his additional 
sales revenue. The oil company thereupon terminated his lease. In what other 
business would a landlord who was receiving full rent for his premises term- 
inate the tenancy because he disapproved of his tenant’s business hours. 

The oil companies charge a higher price per gallon to their service station 
dealers who are buying at wholesale for re-sale than they charge to some classes 
of consumers who purchase a smaller volume than the service station. A ser- 
vice station operator who pays more to the oil company for his gas than a taxi 
operator does wonders why, — and he obviously can’t sell to the taxi operator 
who buys for less. 

The oil company refinery supplies off-brand outlets with gasoline at a 
price which enables them to retail at a price below the oil company’s brand 
name outlets. The oil company then partially supports its dealers in a price 
war at the retail marketing level with these off-brand outlets whose source of 
supply is the refinery of that oil company. 

Such business behavior of service station operators, and of oil companies 
was difficult to understand. 

_ Oil companies are efficiently run and are staffed by the best brains that 
money can buy. Very little that happens in the oil industry happens by chance. 
Most things that happen are the intentional result of conscious well thought 
out policy executed by clever and competent executives. 

Accordingly the Committee’s task was to determine the facts as to what 
was happening and what practices contributed to this result. 
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CHAPTER Ii THE SERVICE STATION GPERATOR 
AND HIS RETAIL BUSINESS 

There were just over 3,100 retail gasoline outlets in the province in 1965. 
These outlets were not all the same type. In their relationships with oil com- 
panies, there are significant differences between outlets of various classes. If 
you classify outlets by brand of gasoline, the “cartel” brands clearly dominate. 
If you classify outlets by the type of ownership and operation it is clear that 
the two most significant categories are lessees and owners. There are impor- 
tant distinctions between owners who are financed by the oil companies and 
owners who have not received financial assistance so both categories are shown. 
The third method of classifying outlets was by nature of their business oppor- 
tunity. We found significant differences in the profitability and characteristics 
of urban stations as compared with highway stations or rural stations. Each 
gasoline outlet can be classified somewhere in all three classifications as illus- 
trated in Table 3. 

We classified service stations as those retail outlets where more than 50% 
of gross sales are sales of gasoline. Other businesses with some gasoline sales 
were those retail outlets where less than 50% of total sales are gasoline sales 
which include such businesses as automobile dealerships, implement dealers, 
general stores with gasoline sales, etc. 

The volume of gasoline sold in a retail outlet is an important indicator 
of how much money it is possible for that outlet to make. The average gal- 
lonage sold per retail outlet is illustrated in Chart 20. Lessee outlets generally 
sell larger volumes than owned outlets. 

Recruiting and Training 

From over 500 interviews with service station operators scattered through- 
out the province, inspection of their premises, and examination of their books 
of account, some pretty clear impressions have been left in the minds of the 
Committee, of conditions in service stations. 

When oil companies wish to recruit new lessees they publish advertise- 
ments. The impressions created in the minds of the Committee from reading 
these advertisements which mention profits, independence, and ample training, 
do not correspond with our impressions of conditions in service stations. Many 
of the operators recruited lack some qualifications which are practically vital 
to success in the business. To some extent this lack of qualification could be 
cured by training. The oil companies make no serious attempt to offer training 
on a useful scale. 89% of all operators, including 79% of lessees, stated 
they had received no formal training from the oil company. 

Hours and Earnings 

The average service station operator works in excess of 70 hours per 
week. On the average he earns a very low rate of pay, $1.72 per hour, which 
is sometimes less than what he pays his employees. The average annual in- 
come of service station operators is approximately $6,500 per year. Lessees 
terminate at the rate of nearly one per business day. 

The typical service station lessee feels restricted and frustrated by numer- 
ous oil company ties which limit his freedom and judgement in practically 
every business decision he expected to be free to make. He abandons the ser- 
vice station business after approximately five years, hopeless of being able to 
earn a reasonable income, and having lost part or all of his investment. 

Rent 

There are 1,200 lessees of service stations in the province, being 38% of 
the number of retail outlets, but they sell aproximately 62% of the gasoline 
sold at retail. 

A frequent complaint from service station lessees was that they had worked 
extremely hard to increase the gallonage of their station with a view to im- 
proving the operator’s earnings, only to find that an unexpected rental increase 
by the oil company deprived the operator of the fruits of his efforts. We 
computed the average rent paid by gallonage range which clearly indicates 
that rentals increase as gallonage increases. However, in comparing the oc- 
cupancy costs of owners with the occupancy costs of lessees, it soon became 
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apparent that lessees were receiving a substantial rental subsidy. We calculated 
this rental subsidy to be equivalent to $2,700 per outlet. Expressed in cents 
per gallon of sales of the outlet, the rental subsidy on the over-all average was 
nearly 2c per gallon, the subsidy being higher than this in the lower gallonage 
ranges and lower in the higher gallonage ranges. 

When a lessee operator’s profit from handling gasoline is only approxi- 
mately 1c per gallon after receiving the benefit of his rental subsidy, it is 
apparent why owned outlets which do not receive this subsidy are unable to 
survive. 

Franchise Agreement 

In order to obtain a supply of gasoline, every operator, whether lessee or 
Owner, enters into a franchise agreement under which he agrees to purchase 
his petroleum products exclusively from one company. In many other busi- 
nesses where a purchaser undertakes to buy one product exclusively he is 
given an exclusive territory in return. This is not the case in the oil industry. 
An operator’s business can be ruined by new stations selling the same brand 
being built next door or across the street. The operator’s long term exclusive 
buying contract prevents him from protecting himself by selling another brand. 
T.B.A. 

In addition to selling gasoline, service stations sell tires, batteries, auto- 
motive accessories, and other merchandise, referred to as T.B.A. 

In a service station, depending upon the classification of the station, from 
10% to 35% of its dollar volume of business comes from T.B.A. sales. Small 
percentage increases in the ratio of T.B.A. sales have a significant impact on 
the net earnings of the dealer. Anything which restricts the freedom of an 
operator in his merchandising of T.B.A. can have a significant effect on the 
operator’s opportunity for profit. 

Most oil companies employ a variety of contract ties which have the 
effect, directly or indirectly, of coercing the dealer to buy T.B.A. products 
supplied by the oil company or from suppliers “suggested” by the oil company. 
These practices are familiarly known as “directed buying” or “full-line forcing”. 

When its dealers are tied in this manner the oil company enters into a 
“market access agreement” with one or more manufacturers who supply tires, 
batteries, accessories, etc. Under such an agreement, the manufacturer pays 
to the oil company a commission or percentage on the sales of its products 
to the service station operators. Such commissions are usually about 10%. 

The Restrictive Trade Practices Commission in Ottawa made a study 
of this problem and published a report over 600 pages long relating to this 
subject in 1962. It found that the practice of trading exclusively in the pro- 
ducts distributed or “suggested” by the supplying oil company was more pro- 
nounced when there was a lessee relationship than when the dealer owned his 
premises. It was also more pronounced with owners receiving financial assis- 
tance as compared with owners who had not borrowed from the oi! company. 
In other words, the more ties which existed, the more effective the “sugges- 
tions” of the oil company became. 

In Alberta, in the case of tires and tubes, 94% of purchases by lessees 
were from the company “suggested” by the oil company whereas owners fin- 
anced only purchased 67% of their requirements, and independent owners 
only purchased 44% of their requirements from the “suggested” supplier. A 
similar situation existed with respect to batteries, anti-freeze, and accessories 
and other merchandise as illustrated by Charts 26 to 31 inclusive. 

The lengthy proceedings by the Restrictive Trade Practices Commission 
in Canada, by the Monopolies Commission in Great Britain, in the West Coast 
Oil Case in California and in other legal proceedings in the United States, all 
came to the conclusion that oil company practices of directed buying and 
full-line forcing were not in the public interest. 

Advertising 

The operator of a service station is bound by a number of contracts 
which restrict his right to advertise, and which compel him to advertise oil 
company products. 
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Frequently oil companies advertise their products by special advertising 
promotions involving prizes and premiums. In some of these promotions a 
very large part of the total cost is borne by service station operators collectively. 
Some of these promotions increase the operator’s costs by 1c or 2c per gallon 
which is sufficient to eliminate his entire profit on gasoline. In the United 
States, some states now have laws which prohibit the giving of chances or the 
offering of prizes by gasoline stations. 


Economics of Service Station Operations 

Service station operators complain of oil company practices which have 
the effect of either increasing the operator’s costs or decreasing the operator’s 
profits. It is necessary to be familiar with the economics of service station 
operations in order to determine the significance of such practises. The busi- 
ness conducted by a service station can be classified broadly into three general 
divisions which differ greatly in profitability. These three divisions are: 

(a) the gasoline sales division; 

(b) the merchandise sales division; 

(c) the repair division. 

In a service station, gasoline sales account for from 60% to 90% of the 
total dollar volume of sales, and the other two divisions account for from 10% 
to 40% of the dollar volume of sales. Between the three divisions, the gas- 
line sales division is least profitable per dollar of sales, the repair division 
is most profitable per dollar of sales, and the merchandise division lies some- 
where between the other two. : 

The gross profit on 67,500 gallons of gasoline is required to pay the 
annual cost of a pump attendant. In 1965, 1,610 outlets, being 54% of all 
gasoline outlets in the province, sold less than 50,000 gallons per year. And 
2,139 outlets or 72% of all outlets sold less than 100,000 gallons per year. 

If the mechanic leaves his service bay to help on the pumps during busy 
hours, his wage is higher than the pump attendant’s so more gas has to be 
sold to recover the cost of his time at the pumps. Based on data obtained 
from service station questionnaires, we calculated the average cost of selling 
a gallon of gasoline for various types of outlets. These costs were very close 
to the service station markup in most cases. In some cases the cost exceeds 
the markup and gasoline is being sold at a loss. By comparison, the repair 
division produces a substantial profit per man hour. The number of cars per 
hour served by a service station doubles on the weekends. An efficient pump 
attendant who is steadily busy can service 12 cars per hour. If he is not so 
busy, and only 6 cars per hour require servicing, the labor cost per gallon is 
doubled. 

In a station which is open 12 hours a day, 6 cars per hour produce an 
annual gallonage of 150,000 gallons, and 12 cars per hour produce an annual 
gallonage of 300,000 gallons. There are accordingly substantial economies 
in wage costs per gallon and capital costs per gallon in service stations with 
larger gallonage. 

Mode} Service Stations 

In Chapter 22, the Committee illustrates service station costs and revenues 
in detail using model service stations. Two sets of these calculations are based 
on figures obtained from service station operators and the other two sets are 
based on figures obtained from oil companies. Some costs, such as labor, 
can readily be allocated to the division of the business in which they were 
incurred. Other overhead costs, such as rent and utilities, have to be allocated 
between divisions on a more or less arbitrary basis. Gasoline sales are large 
but produce a relatively small part of the profit. Repair sales are relatively 
small but produce a substantial proportion of the profit. In a service station 
business where repairs amount to only 18% of the total volume, this division 
produces 40% of the total profit. 

The model stations are based on an annual gallonage of 200,000 gallons, 
which only 10% of all outlets in the province attain. Such a station would 
have lower costs per gallon for labor and for overhead than most outlets in 
the province, and the operator’s profit in such circumstances is only 1%c per 
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gallon. In 14 service stations owned by oil companies and operated by their 
employees, 6 of them each sold less than 200,000 gallons per year and all 6 
operated at a loss. 

In Calgary, 70% of lessee operated outlets and 85% of owned outlets 
sold less than 200,000 gallons per year. In Edmonton, 73% of leased outlets 
and 84% of owned outlets sold less than 200,000 gallons per year. The 
oversupply of service stations is so great that in Alberta as a whole, the aver- 
age gallonage for all outlets is 80,000 gallons. 

Mark-up and Profit 

In a service station there is a difference between the mark-up on gasoline 
and the ‘profit on gasoline. The mark-up is usually about 8c per gallon and 
the profit is about Ic per gallon. In a service station selling 100,000 gallons 
per year, the gross mark-up on gasoline would produce $8,000 per year. Out 
of this all salaries have to be paid, as well as all other expenses. The profit 
produced at Ic per gallon is $800.00 per year. 72% of all retail gasoline outlets 
in the province sell less than 100,000 gallons per year. Outlets operated by 
lessees average between 130,000 and 140,000 gallons per year. Outlets oper- 
ated by owners average approximately 46,000 gallons per year, and those that 
have oil company financial assistance average more than double the volume 
of those that do not. 

Fortunately, an operator does not have to depend on gasoline sales alone 
for his income. The other items of his business account for a smaller dollar 
volume of sales but they produce as much or more profit than gasoline. 

Although only 10% of all outlets in the province sell 200,000 gallons 
per year or more, the Committee used a 200,000 gallon station for its theoreti- 
cal economic model. Based on a volume of sales that only 10% of the stations 
in the province achieve, the cost per gallon, of labor and capital, is lower than 
in many stations. In such a station, the operator’s profit on gasoline is 1'4c 
per gallon. However 90% of all outlets in the province have lower gallonages 
and higher costs per gallon so the operator’s profit is usually less. Of the 
service stations owned by oil companies and operated by their employees, all 
of them which had a gallonage less than 200,000 gallons per year lost money. 

Having regard to these facts, it should not be surprising that service 
stations with an annual gallonage of up to 100,000 gallons experienced ter- 
minations at the rate of 26% per year, and that those between 100,000 and 
200,000 gallons experience lessee terminations at the rate of 22% per year. 
The inevitable result when an oil company induces a man to lease a service 
station and to invest $4,000 in a business which has a gallonage of less than 
100,000 per year, is another case history such as “John X” or John Doe”. 

The result is bad enough when the lessee loses part or all of his $4,000 
investment. However, in some cases to keep its station open the oil company 
extends financing to the unfortunate lessee and he loses more money than 
he had to begin with. The case of Mr. “A” entitled “Collection of Debt from 
Former Operator” illustrates what can happen to the operator in such cir- 
cumstances. 

For hundreds of service station operators, their businesses are either un- 
economic or marginal. An arbitrary act by an oil company which only slightly 
increases the operator’s costs or slightly decreases his profits, can convert 
a marginal business to one which is losing money. If an oil company compels 
an operator to extend his hours of opening, the addditional wage cost may 
cause him to lose money. If an oil company institutes an advertising promo- 
tion and requires its operators to buy merchandise or tickets for distribution 
to motorists, which increases the operator’s cost by 1c a gallon, he may lose 
money on every gallon sold. 

Many service station operators have an attitude of deep pessimism, be- 
lieving that nothing can or will be done to improve their plight. They are so 
impressed with the futility of trying to change oil company practices that they 
are doubtful whether even government can give them meaningful assistance. 
They accept and conform to oil company requirements because of their con- 
viction that it is hopeless to do otherwise. 
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CHAPTER Hi THE OIL COMPANIES ENGAGED IN MARKETING 


Who are the oil companies with whom service station dealers in Alberta 
have to deal? 

Throughout the world the oil industry comprises a great number of com- 
panies, differing enormously in size and scope of operations, which we classi- 
fied into three broad groups of companies. 

Eight colossal oil companies by reason of their gigantic world wide 
operations tower high above all the rest. Seven of these eight companies 
were referred to as the “International Petroleum Cartel” in the “Report 
to the Federal Trade Commission by its Staff” in the United States in 1952 
and for convenience this report refers to these seven companies as the “cartel”. 

Some appreciation of the economic power these seven companies wield 
may be gained by comparing their revenues with those of governments. The 
gross revenue of the “cartel” companies is approximately 100 times larger 
than the revenue of Alberta. 

Historically the two major oil exporting areas in the world have been 
the Middle East and the Caribbean. To a very large extent the “cartel” com- 
panies control Middle East oil. Most of the oil of the Caribbean countries 
is similarly controlled by “cartel” companies. 

The two historic export sources, the Middle East and the Caribbean, 
used to account for practically all the world’s export crude. By 1965 the Middle 
East still had the world’s largest reserves of oil. 

In 1949 outside of the United States, (which has no oil for export) Mexico, 
Russia and Russian controlled countries, the seven “cartel” companies con- 
trolled 92% of world reserves of oil and 88% of world oil production. The 
“cartel” share of world production and the countries from which it is exported, 
and the volume owned by each company is shown in Chart 134. 

The “cartel’’ companies are closely interwoven in joint ventures such as 
the Iranian Consortium in which all of them are partners, the Iraq Petroleum 
Co. Ltd. in which five of them each hold a percentage interest, etc. They also 
engage in refining and marketing joint ventures where each has a share of a 
common company. 


In much the same way that the “cartel” companies control exportable 
oil, they have a dominant position in the world wide marketing of gasoline. 


In the Preface to the Federal Trade Commission Report the following 
statements appear: 


“The Senate Small Business Committee has a profound and abiding interest in 
the effect of monopolistic and restrictive activities on the survival of independent 
competitive enterprise. Such activities are not always regional or even national 
in scope. When... the fate of competitive free enterprise at home is inextricably 
linked with the pattern of business operations abroad, this Committee will not 
hesitate to extend its investigations so as to determine the exact nature of these 
operations.” 

“With reference to the alleged Oil Cartel, it has been the aim of this Committee 
to learn (1) whether or not five major integrated American oil companies have 
joined two foreign companies in a series of international monopoly agreements; 
(2) whether or not the structure of international oil prices has imposed an exces- 
sive burden on the economies of friendly nations, 


The Federal Trade Commission of the United States found that for many 
years the “cartel” companies had agreements applicable in various countries 
under which they agreed to division of the market, respect for each other’s 
customers, and fixing prices, discounts and other selling conditions. The 
“cartel” companies have followed a pricing system throughout the world for 
both crude oil and refined products which has tended to eliminate differences 
in delivered prices as between sellers, so that at any given destination, the 
selection of one seller over another is a matter of complete indifference to the 
buyer insofar as price is concerned. 


The operations of the “cartel” within any country are only a small frac- 
tion of their international operations. 

A “cartel” company carrying on world wide operations looks on policies 
from an international viewpoint and determines what is best for the company 
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from the point of view of all of its operations in many countries. The policies 
of a “cartel” subsidiary operating within a particular nation are obviously 
influenced by what is best for the company as a whole. 


The “cartel’’ companies which dominate the world oil industry usually 
dominate the national oil industry of any particular country and have a sub- 
stantial influence on it. 

The eight gigantic international oil companies all operate in Canada. A 
thumbnail sketch of each of these eight companies and its operations in Canada 
is contained in Chapter 45. In Alberta the subsidiaries of four “cartel” com- 
panies carry on fully integrated operations, being engaged in producing, re- 
fining and marketing. The remaining four international companies also operate 
in Alberta, but primarily in producing. 

The subsidiaries of the four “cartel” companies which engage in market- 
ing in Alberta, own all of the refineries in the province, have tied 88% of 
the service stations in the province to sell their gasoline exclusively and manu- 
facture the gasoline sold by most of the off-brand outlets in the province. 


Although “cartel” subsidiaries have vast direct operations, their influence 
on the oil industry in Alberta extends much further. 


Of the retail outlets in Alberta 2,761 sell the brand name products of 
“cartel” companies, Pacific and Husky which have refining facilities outside 
the province account for 159 outlets, the department stores have 8 outlets and 
various off-branders have 206 outlets. The marketing of gasoline in Alberta 
is clearly dominated by “cartel” brand gasoline, and by “cartel” brand retail 
outlets. Other companies engaged in marketing conform to the pricing and to 
the marketing pattern fixed by the “cartel” companies. 


The hundreds of operators of retail outlets in the province are largely 
dealing with subsidiaries of four gigantic international oil companies, only 
a tiny fraction of whose operations are conducted in Alberta. 


The marketing practices of these four companies, which are fairly uni- 
form world wide, have been investigated in many countries, and some of their 
marketing practices have been restricted or prohibited by various governments. 
These four companies still follow practices and policies in Alberta which have 
resulted in investigations and brought censure and prohibitions in other 
countries. 
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CHAPTER IV SYMPTOMS OF SERVICE STATION SICKNESS 


In the service station business there are two obvious symptoms of sickness 
1. extinction of independent owners, 
2. the excessive rate of turnover of lessees. 


Extinction of Independent Owners 


Privately owned service stations are being forced out of business. In 
Canada 3,476 privately owned service stations ceased to operate while during 
the same period oil companies increased the number of outlets over which 
they had a substantial measure of control by 7,126 additional outlets. In Alberta 
during a ten year period while five “cartel” subsidiaries increased their tied 
retail outlets from 1,381 to 2,757 the retail outlets of other marketers declined 
from 1,547 to 387. During a fifteen year period the volume sold by owned 
outlets declined from 71% of the market to 45% of the market. During a 
fifteen year period the number of retail outlets “tied” to “cartel” subsidiaries 
increased from 47% to 88% and the percentage of gasoline sold through 
such outlets increased from 55% to 87%. 


The trend to extinction of the privately owned service station is matched 
by the trend toward elimination of independent wholesalers. In 1938 “cartel” 
subsidiaries supplied at wholesale 38% of the market whereas in 1965 they 
supplied 88% of the market. 

Although a large number of privately owned retail gasoline outlets still 
exist, most of these fall in the classification of other businesses with some gas- 
oline sales such as implement dealers, automobile dealers, general stores, etc. In 
these outlets the main source of income is some other business, which is 
supplemented by some gasoline sales. There are accordingly large numbers 
of owners each selling a low volume, whereas the high volume outlets are 
controlled by the oil companies and operated by lessees. The privately owned 
service station has practically been driven out of business. 


Turnover of Lessees 

The spacious, expensive looking service station with its well maintained 
appearance conveys an impression of prosperity. In many cases this gives 
an impression of profitability of the operator’s business which is completely 
misleading. 

299 lessees terminated in 1965, many of whom were business failures or 
anticipated certain business failure. The rate of lessee terminations was ap- 
proximately 23% in 1965, and the five year average rate of turnover is 21.3% 
per year. In 1965 alone, out of one group of 156 stations, 23 of them had 
two terminations and 6 of them terminated 3 times. In a five year period in 
348 stations where terminations occurred, 78 of those stations had two termi- 
nations, 48 of them had 3 terminations, and 30 of them had four or more 
terminations. 

In stations selling 100,000 gallons of gasoline per year or less, the 1965 
average rate of termination is 26% per year, and in stations selling from 100,000 
to 200,000 gallons per year the termination rate drops to 22% per year. 


In 1965 84% of terminations occurred in stations selling less than 200,000 
gallons. In the five year period from 1961 to 1965 87% of terminations occur- 
red in stations selling less than 200,000 gallons. Of these 48% of all termina- 
tions occurred in stations under 100,000 gallons, and 39% of all terminations 
occurred in stations between 100,000 and 200,000 gallons being 87% of all 
terminations. 

We interviewed 210 operators and 37% of them had been in their stations 
two years or less. The mean of their years of experience was 4.5 years per 
operator. 

The average gallonage per outlet for all outlets in the province was 80,681 
gallons, the average per leased outlet was 138,563 gallons per year, and the 
average per owned outlet 45,821 gallons per year. An ordinary service station 
with 4 pumps is capable of handling 400,000 gallons per year. 
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Most lessees who terminate have lost part of their initial investment and 
have not received adequate payment for their labor. The Committee estimated 
that terminating operators have contributed $1,200,000 per year in cash or labor 
for the purpose of keeping service stations owned by oil companies open for 
the sale of their brand name products to the public. 


In one Edmonton station which terminated six times in six years, we 
interviewed each of the former operators and their collective loss of monies 
invested totalled $20,100. 


The rate of lessee termination in 1965 was almost one per business day. 


Although these statistics are shocking enough they are inadequate to 
convey the true picture of what is happening in human terms. Case histories 
such as those of “John X” and “John Doe”, as reported by one of our inter- 
viewers, help to illustrate the disappointment, worry, and family tragedy 
associated with many terminations. The case history of Mr. “A” illustrates 
how termination may leave a legacy of debt to perpetuate problems after the 
service station has been given up. 


Causes of Service Station Failure 


Due to differences in the relationships with oil companies, of owners 
as compared with lessees, there are some differences between the causes of 
extinction of independent owners, and the causes of turnover of lessees. These 
causes will be dealt with separately for owners and for lessees. 


1. Independent owners of service stations are being driven out of business 

because of 

(a) the building of too many stations by oil companies, — there are not 
enough gallons per outlet when the available gallonage is divided 
between too many outlets; 

(b) the system of exclusive buying, — which deprives the owner of free- 
dom to exercise his business judgment so that the owner loses profit 
opportunities; 

(c) the rental subsidy to lessees, — which gives lessees an unfair competi- 
tive advantage over owners; 

(d) unfair pricing practices of the marketing division such as requiring 
owners to pay part of the cost of building service stations used by 
lessees who are their competitors; 

(e) the price squeeze on the operator, caused by oil companies extracting 
as much money from the operator as they can in as many ways as 
they can, while at the same time forcing down the operator’s mark-up. 


2. The excessive rate of turnover of lessees is caused by some of the same 
oil company policies which cause the extinction of independent owners, 
namely— 

(a) oil companies build too many stations, — there are not enough 
gallons per outlet when the available gallonage is divided between 
too many outlets; 

(b) the system of exclusive buying, — which deprives the lessee of freedom 
to exercise his business judgment so that the lessee loses profit oppor- 
tunities, and the ties on lessees being more complete and more 
effective than upon owners, they are accordingly more burdensome; 

(c) the price squeeze on the operator. 


Let us examine these five contributing causes to failure of independents 
and turnover of lessees. 


1. Too Many Service Stations 

The complaint of too many service stations is heard wherever the inter- 
national oil companies do business, which is practically everywhere in the 
world. In the United Kingdom, France, and Italy restrictions on numbers 
of service stations are now being enforced, and in British Columbia the Royal 
Commission recommended such restrictions. 
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How many service stations constitutes too many is a difficult thing to 
measure. In the views of Alberta service station operators there are between 
two times and four times as many stations as required. 


We asked the oil companies for the minimum gallonage which would 
justify the building of a service station. Based on weighted averages, 96% 
of existing owned outlets, 88% of all outlets and 78% of leased outlets have 
sales below the stated minimum gallonage. 


Service stations are capable of selling annually 100,000 gallons per hose 
or 100,000 gallons per pump. An ordinary service station with four pumps 
is capable of selling 400,000 gallons per year. If stations in a community 
averaged close to this figure, up to two-thirds of the total number of stations 
now operating could be closed. In Edmonton and Calgary even if all outlets 
selling less than 150,000 gallons were closed, this would result in the closure 
of 226 Edmonton stations and 204 Calgary stations and the remainder could 
easily accommodate the additional gallons. 


One major oil company advised us that each ten thousand of population 
can reasonably support a group of six outlets representing six brands. Applying 
this standard Edmonton could reduce the number of its outlets from 362 to 
233 and Calgary could reduce its outlets from 369 to 196. 


If there are too many stations so that stations capable of handling 400,000 
gallons per year only sell 100,000 gallons per year, then the capital cost per 
gallon is four times what it should be. If a pump attendant who could service 
12 cars per hour is not busy and has idle waiting time because only 4 cars 
per hour come in, cost of labor per gallon is three times what it should be. 
The price paid by the motorist for gasoline reflects the cost of these wasteful 
marketing practices. 

This is one result of too many service stations with too little volume per 
station. 

The system of tied outlets is an important cause of overbuilding. A tied 
service station is obligated to buy exclusively from one oil company. Accord- 
ingly an oil company which wants to market in a community, if it is to sell any 
gallons at all, must have a service station. If the motorists in a community 
required 400,000 gallons of gasoline per year, one service station could ade- 
quately serve their requirements. However, if five oil companies each decide 
they want their products to be available in that community, then if each outlet 
is tied there has to be five retail outlets, each of which would have an average 
volume of 80,000 gallons. If one station could handle five different brands 
from five different pumps, the saving would be equal to the cost of building 
four service stations. The principal obstacle to this is the oil company contract 
which requires each purchaser to buy his entire requirements exclusively 
from that oil company. 

The present marketing system for gasoline is based on tied retail outlets. 
As a rough generalization a company’s market share is approximately propor- 
tional to the number of outlets it can succeed in tying. 


The excessive numbers of service stations are the result of each company 
wanting representation in the market represented by each community. 


With tied outlets, the only way to acquire sales is to acquire tied outlets. 


2. Exclusive Buying 


When a retail outlet is tied to buy exclusively the products of one com- 
pany, the operator loses profit opportunities because he is unable to take 
advantage of lower prices offered by others. An operator who had the oppor- 
tunity to buy gasoline for a price that was cheaper by 2c to 3c per gallon 
was prevented from doing so by the exclusive buying contract by which he 
was tied. An operator whose gasoline volume was cut in half due to the opening 
of a new station just beside him which sold the same brand had to suffer the 
loss of volume and could not change to another brand because he was tied 
by an exclusive buying contract. In selling tires, batteries, accessories and other 
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merchandise the operators have many complaints about restriction of their 
profit opportunities because they are tied to a single supplier by an exclusive 
buying contract. 


In legal proceedings in the United States and in investigations in Canada, 
England and the United States exclusive buying ties have been condemned or 
prohibited because they were cost-increasing and not in the public interest. 


3. Rental Subsidies to Lessees 


When too many outlets exist, there are too few gallons for each, and all 
become marginal from an economic standpoint. Too many outlets affects owned 
outlets and leased outlets in the same way. 


__ However, if leased outlets receive a rental subsidy, this may make the 
difference between success and failure, and enable leased outlets to survive 
when owned outlets fail. 


Where the oil company obtains a service station under a head lease and 
then sublets to an operator, it is clear that the lessee operator receives a 
subsidy which can be easily determined in dollars per year or in cents per 
gallon. In lessee stations with low gallonages the rental subsidy exceeds the 
dollars of rent collected from the operator whereas in stations with high 
gallonages the subsidy is less than the dollars of rent collected. The rental 
subsidy expressed in cents per gallon is higher in the low volume outlets than 
it is in the high volume outlets. It is logical that the low gallonage outlets which 
are having the greatest struggle to survive should obtain the greatest assistance. 


Oil companies own stations which they rent to their operators on the same 
basis as the stations they rent from another landlord as described above. In 
such cases it is a little more difficult to document the dollar amount of the 
subsidy but we are satisfied that the same subsidy exists. Our calculations 
indicated that the average rental subsidy for all companies is approximately 
2.95c per gallon. 


If you compare an independent outlet owned privately and an outlet 
leased from an oil company which have the same gallonage and the same 
expenses other than rent or occupancy costs, the owner could be operating 
at a loss of 114c per gallon but the subsidy would enable the lessee to operate 
at a profit of 1/42c per gallon. 

The rental subsidy helps to maintain inefficient low volume stations in 
business which can’t afford to pay an economic rent, and they reduce the 
volume available for other outlets. This is an important factor in driving 
privately owned outlets out of business. It also reduces the gallonage available 
for other lessees with marginal businesses and thereby contributes to lessee 
turnover. 

Rental subsidies would not exist apart from the system of tied outlets. 
An oil company as landlord would not subsidize a lessee who was not tied 
to sell the products of the oil company exclusively. If the tenant were free to 
sell any products he chose, the landlord’s income would have to come from 
rental from the property alone and not from profit on the sale of products. 
One of the purposes of subsidized rentals is to assist the survival of the tenant’s 
business, but the oil company has no interest in this unless the tenant is selling 
the oil company’s products exclusively. 


4. Unfair Pricing Practices 

The marketing division of an oil company sells to retailers at a price 
which enables the marketing division to recover its costs of distribution and 
sales and to earn a profit on its marketing operations. It sells to retailers 
at a posted dealer tank wagon price which is uniform to all operators, whether 
private owners or oil company lessees. 

However, retail costs for the provision of service stations owned by the 
oil company and operated by lessees are included in marketing division costs 
and paid for in the wholesale price of gasoline. This is discriminatory in that 
it relieves lessees from some expenses in connection with their retail premises, 
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and it burdens owners who bear all the costs of their own premises with some 
of the costs of providing premises for lessees by including such costs in the 
wholesale price of gasoline. The average current expenditure of the oil com- 
pany marketing divisions for service stations was equivalent to 1.87c per 
gallon which is the largest single item of cost of the marketing division. In other 
words, every time an independent operator of a privately owned service 
station buys a gallon of gas, 1.87c of his wholesale purchase price helps to pay 
for lessee service stations with which he competes. 


5. The Price Squeeze on the Operator 


The profits of the oil industry are largely dependent on the sale price 
of gasoline. Gasoline is 52% of refinery output and is 59% of total refinery 
dollar realization. Of the main classes of products produced by refining, 
gasolines realize the highest price per gallon. Various customers buy gasoline 
at different prices, but the tied retail outlet pays the highest price of any 
gasoline customer. 

Accordingly the oil company’s profits are vitally affected by the amount 
they can obtain from the service station operator either for gasoline or for 
rent or for some other product or service. There are at least eight different 
ways by which oil companies extract money from the service station business. 


At the same time the oil companies use at least seven practices which 
have the effect of forcing down the service station operator’s mark-up. 


Whenever the oil company improves its realization from the operator, 
this adds to the operator’s costs, while at the same time other pressures are 
exerted on him to keep his mark-up down. This places the operator under 
overwhelming economic pressure and contributes to business failures or 
terminations. 


The fact that the operator is tied to buy exclusively from the oil company 
enables many of these economic pressures to be exerted. The ties exist to 
enable the oil company to exert such pressures and the existence of the ties 
makes it impossible for the operator to purchase elsewhere, when he is 
squeezed by these pressures. 


Conclusions 


The two symptoms of sickness in the service station business are— 
(a) extinction of independent owners; and 

(b) the excessive rate of turnover of lessees. 

Five of the contributing causes to the sickness of service stations are— 
(a) too many service stations, 

(b) exclusive buying, 

(c) rental subsidies to lessees, 

(d) unfair pricing practices, 

(e) the price squeeze on the operator. 


Each of these five contributing causes is related to or dependent upon 
the system of tied outlets. If the practice of tying a service station to a single 
oil company was to terminate, this would almost automatically eliminate the 
five principal causes which have led to the extinction of independent owners 
and the excessive rate of turnover of lessees. 
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CHAPTER V_ PRICE 
(1) The Gasoline Price Structure 


Cost and Price in Cents per Gallon 


The oil industry is accustomed to describing its activities in millions of 
barrels, billions of cubic feet, and astronomical numbers of dollars. The 
Committee, being desirous of reducing these numbers to units of measure 
it could understand, decided to express revenues, costs, expenses, and all 
similar cost or price concepts in cents per gallon. 

Included in the cost of a gallon of gasoline to the motorist are all the 
costs of exploration, development, production, transportation, refining, market- 
ing, and retailing. The oil industry is vertically integrated, so divisions of a 
single company engage in each of these activities, and the sum of the costs 
of all divisions enters into the cost of a gallon of gasoline. 


Cost of Crude Oil 


“Oilweek” calculated the cost of one barrel of oil (including exploration, 
development drilling, land costs, producing facilities, royalties and production 
costs) to be $1.04 per barrel. By method “A” we calculated the cost of crude 
oil at $1.07 per barrel. By method “B” we calculated the cost of crude oil to 
beso 1513 per,barrel. 

In any case the cost of crude oil in Alberta including all the costs of 
exploration, development, land costs and production, is approximately 3c per 
gallon. 


Cost of Refining 


The refining of crude oil produces three broad categories of products, 
namely: 

(a) gasolines, 

(b) middle distillates, 

(c) heavy fuel oils and other products. 
More gasoline is produced than any other category of product. A 20,000 
barrel per day conventional refinery operating at capacity has a refining cost 
of approximately 2c per gallon. Although the cost of refining varies from 
refinery to refinery, and also within a single refinery, depending upon what 
is being produced, the cost of refining a gallon in Alberta would probably 
range from something less than 2c per gallon to slightly over 3c per gallon. 

If crude oil which costs approximately 3c per gallon is “sold” for approx- 
imately 8c per gallon in a transaction between the producing division and 
the refining division of the same company, the “cost” of gasoline produced 
from the refinery varies slightly depending on what can be realized from other 
products. The “cost” of refined gasoline might vary in the approximate range 
from 10'%c per gallon to 11'%c per gallon. In some parts of the world refined 
motor gasolines are sold by refineries for considerably lower prices than these. 
In Alberta refineries reported sales of refined gasoline at prices ranging upwards 
from 1014c per gallon. 

When the refining division of an integrated company “sells” gasoline to 
its marketing division the average price is approximately 11c per gallon, ex- 
cluding Federal Sales Tax which was 1.9c per gallon additional. 


Cost of Marketing 

The marketing division performs the wholesaling function of selling and 
distributing refined petroleum products. When it is considered that marketing 
adds about 7c per gallon to the price of gasoline, as compared with total costs 
of exploration and production of approximately 3c and costs of refining of 
approximately 3c it is apparent that marketing costs are significant. 

Basic marketing costs incurred by the oil companies can be broken down 
into six items. The cost of these items totals a little over Sc per gallon if all 
costs of the marketing division for all products that it markets are charged to 
gasoline alone. By gallonage, gasoline is 52% of refined production; and by 
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dollars realized from sales, gasoline accounts for 59% of dollar realization. By 
either of these standards gasoline should be charged with 50% to 60% of total 
marketing division costs which would be approximately 3c per gallon. 

Marketing Division Prices 

The marketing division sells to service stations at 19.8c per gallon which 
gives the marketing division a mark-up of 6.9c per gallon. This is a genuine 
sale, where the oil industry gives up ownership of the gasoline. 

The marketing division uses three posted prices, one for service stations, 
one for farmers, and one for commercial consumers. The posted price for 
service stations at refinery supply points such as Calgary and Edmonton 
during 1965 was 19.8c per gallon. Excluding Federal Sales Tax the price 
was 17.9c. 

The posted prices for farm consumers and commercial industrial con- 
sumers are each 1%c per gallon higher than the posted price for service 
stations. However, service stations receive no discounts whereas farm con- 
sumers may receive discounts up to 6c per gallon below the service station 
cost and commercial industrial consumers may receive discounts up to 9c per 
gallon below the service station cost. Nearly 20% of sales to farm consumers 
are made for less than the price paid by service station operators. Seventy 
percent of sales to commercial or industrial consumers are made for less than 
the price paid by service station operators. 

Excluding Federal Sales Tax the marketing division realizes 

(a) 17.9c per gallon of automotive sales 

(b) 16.97c per gallon of farm sales 

(c) 13.96c per gallon of commercial sales. 

It is apparent that the tied retail outlets of service station operators pay the 
highest price per gallon of any gasoline customer. 


The Cost of Retailing 


The 1965 retail price of gasoline at 39.9c per gallon was made up of 
three parts— 

(a) the oil company’s part 17.9c 

(b) the Federal and Provincial tax part 13.9c 

(c) the retailer’s part 8.1c. 
The relationships of these three parts have not varied greatly over the ten 
year period from 1955 to 1965. The retailer after paying labor and overhead 
costs of 7c or 8c per gallon has a profit which does not exceed Ic per gallon 
except in a small percentage of high gallonage outlets. 


Cost of a Gallon of Gasoline 


The cost items to provide a gallon of gasoline to the motorist are as 
follows:— 
Cost in cents 


Item of Cost per gallon 
(a) For the millions spent on exploration and production of crude 3c 
(b) For the millions spent on refineries and processing plants ... ake 6c 


(c) For the oil company marketing departments which build 
excessive numbers of unnecessary service stations, subsidize 
lessees to occupy them and conduct expensive advertising 
programs each trying to outdo the other in giveways and 

DYIZOS. i «oe, -pasow cansin » abaatateat GIN ets ate ee ne ce 5c 
For retailing by the service station operator who, because 

of the excessive numbers of unnecessary stations, dossn’t 

have the opportunity to sell enough gallons to economically 

utilize his facilities and to keep his capital and labor costs 

per gallon at minimum levels and who accordingly ekes out a 
precarious, marginal living 4...i01e: gece cee ee ees, ee LCrie ALG 


18c 18¢ 


(d 


— 
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It is to be noted that the cost of retailing through a service station at 7c 
per gallon exceeds all the costs of exploration producing and refining which 
together only total 6c. 


The combined cost of marketing and retailing at 12c per gallon is double 
the 6c cost of producing and refining. 

This is the result of the wasteful system of marketing through tied outlets 
to protect the market share of each of the “Cartel” subsidiaries which collect- 
ively dominate the industry and have a virtual monopoly. 

The oil industry which is efficient enough to reduce the costs of ex- 
ploration, production and refining to a total of 6c per gallon is fully aware 
of the high costs of marketing and retailing. 

A significant portion of these high costs is due to the system of tied 
outlets which results in 

(a) too many service stations; 

(b) inadequate gallonage per outlet, resulting in wasteful use of capital 

and labor which makes economies of large scale impossible; 

(c) exclusive buying provisions with higher buying costs for retailers; 

(d) the costs of subsidizing uneconomic lessee outlets. 


(2) Discriminatory or Unfair Pricing 


Different Prices to Different Users 


The motorist who buys regular gasoline from a service station pays a 
much higher price than any other user. The average prices paid by users of 
regular gasoline during 1965 was as follows:— 


Price Paid in Cents 


Class of User Per Gallon 
MPoaincreial, ANG el ACUSUEA! le occ ty as becc song casons wweedacner tne 15.86c 
fatima exempt trom, Fuel Oil Tax) 32 ien~-dennss etaredon--3 18.87c 
Pamiaisupjectsto, Puck Oils lax )ie oe coir enn gtetl Bhai, 30.87c 
IWLOLORISES game Mee ee eretit eee iebeey 1. EL ten le. eas. o 39.9 c 


Discounts from Posted Prices 


Service stations buy gallonages in excess of 100,000 gallons and get no 
discount. Commercial consumers who buy less than 10,000 gallons obtain 
discounts as high as 8!4c per gallon. Discounts to commercial and industrial 
consumers do not appear to be related to gallonage purchased. The main 
difference appears to be that the service station is tied and has no bargaining 
power on price, whereas the commercial consumer can purchase where he 
chooses. 

Sometimes an attempt is made to justify a discount by reference to lower 
incremental costs of refining additional barrels. When the total cost of refining 
is between 2c and 3c per gallon, and discounts granted range as high as 9c 
a gallon the discounts are three times the total cost of refining. 


Off Brand Pricing 


The refining division sells to purchasers such as marketing divisions and 
off-brand wholesalers at different prices. They in turn resell at prices which 
differ still more widely. It is hard to justify these differences on any basis of cost. 


The off-brand wholesaler performs a wholesaling function for off-brand 
outlets that corresponds to the wholesaling function performed by a marketing 
division for brand name retail outlets. Consequently the off-brand wholesaler 
should obtain a manufacturers price from the refining division corresponding 
to what the marketing division pays the refining division. Many off-branders 
are small which enables them to effect economies in wholesaling costs so they 
can sell to their off-brand retailers at a price which enables such retailers to 
sell below the brand retail price. 
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Some off-brand wholesalers do not purchase as large an annual volume 
as some high gallonage service stations, but they still obtain a manufacturer’s 
price rather than a wholesale price. In the combined operation of marketing 
and retailing the off-brander has a higher buying price and a lower selling 
price so his ability to compete, even at retail, is strictly limited. 


Premium Gasoline Pricing 


Premium gasoline accounts for about one-third of automotive sales. The 
cost of premium gasoline appears to be only slightly higher than regular 
gasoline but there is a large price differential of 5c per gallon. The higher price 
for premium is charged at the wholesale level so this produces a higher profit 
per gallon on premium for the “cartel” companies which own the refineries 
and produce the premium gasoline. 


Price Discrimination Against Owned Outlets 


Of the six items of marketing division cost which total 5c, three of those 
items are properly costs of retailing, namely the provision of service stations, 
the training of operators of service stations, and the cost of credit cards which 
finance purchases by customers of service stations. Marketing division costs 
would be cut in half by removal of these items which would enable reduction 
of the cost of gasoline to service stations. One of these items alone, current 
expenditures on service stations of 1.87c per gallon, is the largest single item 
of marketing division expense. The effect of including this item of cost in the 
wholesale price of gasoline is discriminatory because it compels privately owned 
independent service stations, who already bear all the expense of providing 
their own premises, to contribute 1.87c per gallon toward the cost of pro- 
viding service stations to be owned by oil companies and operated by lessees 
who are their competitors. 


The Price Squeeze on the Operator 


Oil companies are efficient businesses which attempt to get as much 
revenue as possible from the sale of their products. Service station operators 
collectively purchase a majority of the oil industry’s refined products. The oil 
company squeezes the dealer to get all it can from him in any way it can,— 

(a) by charging him the highest price for gasoline of any purchaser; 

(b) by increasing his rent as his volume increases, by relating rent to his 

“business opportunity” based on sales; 

(c) by including in the wholesale cost of gasoline the cost of credit cards 

which encourage the sale of oil company brand products; 

(d) by “directing” the dealer’s buying of tires to enable the oil company 

to earn a commission on the dealer’s purchases of tires; 

(e) by “directing” the dealer’s buying of batteries to enable the oil com- 

pany to earn a commission on the dealer’s purchases of batteries; 

(f) by basing rent on “business opportunity” or “gross sales” to obtain 

a percentage of what the dealer charges his customers for repairing 
their cars; and 

(g) by charging him part of the cost of merchandise, coupons, premiums, 

tickets, or chances that the customer receives in connection with oil 
company sponsored sales promotions of its brand name products; 

(h) by inducing him to invest his savings in inventories of oil company 

products and in equipment to facilitate the sale of oil company products 

and to take the risk of losses incurred in retailing oil company products. 
The constant squeeze on the dealer increases the company profits, but each 
of these practices increases the dealer’s costs. 

The numerous contract ties which bind the dealer contribute to the 
effectiveness of each of these methods of obtaining money from the dealer. 

Many of the problems in the relationships of service station operators 
and oil companies are manifestations of the numerous pressures to squeeze 
another fraction of a cent per gallon which represents hundreds of thousands 
of dollars to the integrated companies. 


Page 22 Report 


At the same time as the oil companies are trying to increase their profits 
by obtaining more money from the dealer they follow a number of practices 
which keep down the ultimate price of their products and which force down 
the operator’s mark-up. The following oil industry practices tend to reduce 
retail prices and to force: down the operator’s mark-up: 


Retail Competition From Off-Brands 

Integrated oil companies with refineries exercise a measure of control 
over retail pump prices— 

(a) by controlling the volume of gasoline they supply to off-branders; and 

(b) by controlling the price at which they sell to off-branders which in turn 

determines the price at which off-branders can resell. 

This permits a limited degree of price competition at the retail level due to the 
operation of off-brand retail outlets. This is not competition between oil com- 
panies, rather it is competition between retailers, which prevents brand name 
retailers from increasing their retail prices. 


Retail Competition by The Oil Company 


The oil company itself in large markets like Calgary and Edmonton may 
operate a few strategically located stations by its employees or by retail com- 
mission agents, and in these stations it fixes prices below those of its brand 
name dealers. The existence of such lower prices in competing outlets deters 
owner operators and lessee operators from increasing their retail mark-ups. 


Commission Consignment 


If off-brand retail prices get too low, the integrated oil companies use 
commission consignment to force up off-brand prices and to eliminate price 
competition. Commission consignment also has the effect of forcing down 
brand name retail mark-ups when in the opinion of the integrated companies, 
they become too high. The oil companies appear to institute “commission con- 
signment” almost at will. The oil company then controls retail prices, and it 
uses this control either to eliminate the price competitor or to force up his prices 
to an acceptable differential. In the United States the Supreme Court found 
the use of commission consignment by Union Oil Co. to be illegal. The Federal 
Trade Commission successfully attacked commission consignment in cases 
involving Sun Oil Co. and Atlantic Refining Co. 


Commercial Credit Cards 

An oil company by issuing commercial credit cards deprives retailers of 
their normal mark-up. Instead the oil company makes a payment per gallon to 
the dealer which is below the dealer’s mark-up and usually below the dealer’s 
cost of servicing the customer. 


Reduction of Operator’s Mark-up by Advertising Expense 

By charging the expense of a special advertising promotion to its dealers, 
this increases the income of the oil company and decreases the profit of the 
operator. 


Conditional Reduction of Dealer Tank Wagon Price 

An oil company by offering its dealers a 1c reduction in their purchase 
price on condition that they reduce their pump price by 2c forces a reduction 
in the dealer mark-up of Ic. If one dealer declines but a competitor accepts, 
the pump price of the competitor is 2c lower and the dealer who did not accept 
loses his customers. 


Pricing of Other Merchandise 


An oil company may advertise directly to motorists that the service 
station operator will provide them with certain merchandise or services at a 
designated price. The oil company is for all practical purposes fixing the price 
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the service station operator can charge. This may compel the operator to 
incur a loss in providing his customers with the advertised merchandise or 
services, although it may promote sales of the oil company’s gasoline. 


F.O.B. Refinery Pricing 


Marketing divisions of integrated companies operating in Alberta now use 
a system of point pricing or zone pricing. The system of point pricing or zone 
pricing provides opportunities for discriminatory pricing practices. It enables 
an oil company with a large marketing area to compete unfairly in a limited 
portion of that area by lowering prices to eliminate or compete unfairly with 
a particular competitor while generally maintaining its higher price throughout 
most of its marketing area. Pricing based on posted prices f.o.b. the refinery 
supply point eliminates much of the opportunity for discrimination and would 
be much fairer. There are substantial differences in price, both at the manu- 
facturing level (e.g. refining division to marketing division or refining division 
to off-brand wholesaler) and at the wholesale level (e.g. marketing division to 
service station or marketing division to commercial or industrial consumers) 
which are not justified by any apparent differences in cost. 

The system of tied outlets by which the oil company as seller controls the 
service station as buyer largely eliminates price competition. Each oil company 
as seller has a group of service stations to which it has the exclusive right to 
sell, and which cannot bargain on price because they are controlled by the 
oil company. 

Competition in price to retailers is not used and would not be éffective 
because practically all outlets are tied and practically no outlets are free to 
switch to another supplier even if a lower price were offered. 

The problems besetting service station operators arise almost entirely 
from the system of tied outlets. 

If the ties binding outlets were removed or severed, the gasoline produced 
by any manufacturer would gain its share of the market in the normal way by 
competition between suppliers in price, quality and service. 

In the opinion of the Committee most of the unfair or discriminatory 
pricing practices which now exist in gasoline pricing would be eliminated if 
there was a measure of price competition between oil companies in the sale 
of products to service stations. 


(3) Conclusions and Recommendations re Price 


Profits are Related to Price 


One obvious way for an oil company to increase its profits is to increase 
the price at which it sells. 

In Alberta, oil companies produce more gasoline than any other refined 
product. The automotive market constitutes the largest segment of the market 
for gasoline. Collectively, service stations are the largest class of purchasers 
that an oil company has. Sales to service station dealers are the largest single 
source of income to an oil company because they are made at the highest price. 

Accordingly the price at which gasoline is sold to service stations is vital 
to the profit structure of the oil industry. 

If the “cartel” companies can increase the price their dealers pay for 
gasoline by Ic per gallon, this increases the annual profit of the “cartel” 
subsidiaries operating in Alberta by $2,250,000. 


Control of Price and Tied Outlets 


The “cartel” companies formerly controlled their prices by agreement 
between the companies which controlled the world’s export oil, until agreements 
between sellers to fix prices became illegal under anti-trust or combines or 
monopolies legislation in many parts of the world. 

However, there is nothing illegal about an agreement between a seller and 
a buyer which fixes the price of the products sold. If the seller controls the 
buyer it is easy to negotiate a price which is satisfactory to the seller. 
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When the buyer is tied to and controlled by the seller, and there is no 
competition for his business, the seller controls the price. 


The system of tied outlets gives the oil companies control over hundreds 
of thousands of service stations which are their buyers throughout the world. 
The system of tied outlets on a massive scale is a system which enables the oil 
industry to fix the price at which it sells its automotive gasoline. The oil com- 
panies post a price which is uniform for all of its tied buyers and to which all 
of its tied buyers “agree”. 

Over 3,000 of the retail outlets in Alberta are tied to marketing a par- 
ticular brand and less than 100 outlets are owned by completely independent 
persons free to buy where they choose. 

The tied retail outlet which is controlled by the oil company which supplies 
it pays the highest price per gallon of any purchaser of gasoline. 

The commercial or industrial consumer which is not tied to any oil com- 
pany buys gasoline at prices discounted as much as 9c per gallon below the 
price paid by the service station operator for larger volumes. 


Profits of Oil Companies and Service Stations 


Oil companies are astute. They spend a good deal of time devising 
methods of increasing their profits. Any way in which they can obtain more 
money from a service station dealer is a way they can increase their profits. 


The dealer is a business man with his own money risked and his own 
profits at stake. Nevertheless he is tied to purchasing exclusively from a single 
oil company. Any plan the oil company devises to increase its profits almost 
inevitably reduces the dealer’s profit. For instance a rental increase for the 
dealer, or longer hours of opening for the dealer, will increase the oil com- 
pany’s profit and reduce the dealer’s profit. Irrespective of the result for the 
dealer he is fearful of the consequences of not accepting any oil company 
“suggestion”, because his lease is terminable on short notice and under his 
contracts he can’t buy from any other source. 

A dealer who is difficult to deal with or who consistently refuses to 
follow oil company “suggestions” can readily be terminated and a new one 
recruited. The individual service station operator, as a buyer, accounts for such 
a tiny fraction of the oil company’s sales, that any operator is expendable. 

The system of tied outlets results in high costs of marketing and retailing. 
However, a decline in the high price of gasoline due to uncontrolled price 
competition could be much more costly to the “cartel” companies than the 
cost of tied outlets. It would appear that the “cartel” prefers to accept the high 
costs of marketing and retailing resulting from the system of “tied” outlets 
rather than lose control of price and face the prospect of price competition. 


Recommendations 

From the point of view of the public however, the system of tied outlets is 
a wasteful and costly marketing system which the motorist has to pay for in 
higher gasoline costs, and the operator has to pay for by long hours and low 
income in marginal retail outlets. If the ties were severed, the operator would 
be free to operate his business in an economic way, and any reductions in price 
that might occur from price competition would directly benefit the motorist. 

The various discriminatory prices and pricing practices that now exist 
would probably be eliminated also by price competition. 

The Committee accordingly recommends action by the government on 
the items enumerated in Chapter 36 Item (4) of the Appendix which would 
permit or encourage a greater measure of price competition at different levels 
of the oil industry. 
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CHAPTER VI RELATIONSHIPS BETWEEN OIL COMPANIES 
AND SERVICE STATION OPERATORS 


(1) The Contract Ties 


The service station operator is bound to deal exclusively with a single oil 
company by an unbelievable number of contract ties. These ties which are 
intricately interwoven and mutually supporting govern practically every business 
decision of the operator in a variety of ways. 

The complaints of current operators, whether owners or lessees almost 
invariably relate to problems arising out of the existence or enforcement of 
one or other of the numerous contract ties. Frustrations resulting from com- 
pulsion under contract ties were a substantial contributing factor to the decisions 
of former operators to terminate. 

Each individual tie appears small and of little consequence but in their 
cumulative effect upon the operator of a business they become oppressive and 
intolerable. 

The ties are contained in a number of different contracts. For instance 
on advertising alone three major companies each reported that it had provisions 
limiting or restricting the dealer’s right to advertise in seven different contracts. 

Contracts which start out with the appearance of doing one thing are 
changed in character by the introduction of additional unexpected clauses which 
deal with something completely different. For instance a document which 
is primarily a lease may contain provisions applying to the dealer’s right to 
advertise. A contract which primarily deals with the sale of an item of equipment 
may have clauses in it relating to the exclusive dealing in a certain brand of 
petroleum products. An agreement for a loan which deals primarily with the 
borrowing and repayment of money may contain a clause about the quantities 
and kinds of merchandise kept on the premises. 

Mr. Justice Douglas of the United States Supreme Court in his judgment 
in which he found commission consignment to be illegal on the ground that 
it was a price fixing device refused to accept the argument that the purpose 
of the contract was to create an “agency” relationship, because the form of the 
contract was one of “agency”. To do so, he said, would be to make legality 
turn on clever draftsmanship. 

The clever draftsmanship of oil company contracts is such that the service 
station operator who is depicted as an independent business man has been 
deprived of independence by so many contract provisions in so many areas of 
his business that he has no more freedom and much less security than an 
employed manager. The clever draftsmanship enables the oil company to 
make decisions which affect whether the operator will make a profit or incur 
a loss, but insulates the oil company from the risk of such losses. Professor 
Barna of the Monopolies Commission in Great Britain stated 

“The Commission has studied several hundred different forms of contract be- 
tween suppliers and retailers.” 

“Such complicated selling arrangements for a standard product appear to be not 
only unnecessary but also harmful. The system as a whole tends to be unfair to 
the small man who has neither the time nor the expertise to understand the 
complications of some of the legal documents.” 

In a business where the profit on gasoline is less than Ic a gallon it is 
easy to understand the hardship created when operators are placed on com- 
mission consignment. Under this practice the normal mark-up of about 8c per 
gallon is replaced by a commission of approximately 6!2c per gallon which 
has the inevitable result of causing most outlets to lose money on every gallon 
sold. Operators reluctantly accept commission consignment arrangements at 
the request of their oil company because they are tied to the oil company and 
don’t dare run the risks of refusal of the request. 

When the oil company representative produces a new lease at a higher 
rental and asks the operator to surrender his old lease at a lower rental, the 
operator reluctantly agrees, and does so “voluntarily” because he is “tied” to 
the oil company and knows that failure to accede to the request will lead to 
loss of his service station. 
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In a business where the profit on gasoline is less than Ic a gallon, if the 
oil company sponsors an advertising program involving prizes or premiums 
under which the operator is required to buy merchandise or tickets to give 
to his customers, the cost to the operator can eliminate his entire profit on 
gasoline or create a loss. He reluctantly and protestingly participates in such 
programs because his outlet is “tied” and if he fails to conform to oil company 
suggestions he knows he will lose his business. 


In many service stations it is doubtful whether the sale of gasoline produces 
any profit at all. In such stations their very survival is then dependent on their 
ability to make a profit on their other sales, such as tires, batteries, accessories 
and repair. 


Let us take as an example an item of merchandise on which the operator 
has a mark-up of 20c. If he buys it from his oil company for one dollar, and 
another supplier offers to sell the same item to him for 90c, the operator has 
the opportunity of increasing his profit on that item from 20c to 30c which is 
an increase of 50% in his gross profit. Because the operator is “tied” the 
operator is unable to purchase from the other supplier without running the 
risk of oil company disapproval and the loss of his service station business. 


In many retail gasoline outlets where gasoline is handled near the break 
even point or at a loss, part of the operator’s profit on the repair division of 
his business is already required to help pay for keeping the station open for 
the sale of gasoline. In such circumstances the operator particularly resents 
a rental formula from his oil company which exacts a further percentage of 
his gross repair bills on account of rent. 


The operator who gets out of bed in the middle of the night to oblige a 
valued customer whose vehicle needs urgent repair may be paid $18.00 by 
the customer for the labor, repair parts and emergency service. The operator 
begrudges forwarding $1.08 out of this amount to the oil company under the 
rental formula which compels him to pay to the oil company a percentage of 
his gross repair bills rendered to customers. However, as his outlet is “tied” 
he “voluntarily” agrees knowing that failure to do so would result in the loss 
of his service station. 


The operator does so many things “voluntarily” which are obviously to 
his financial disadvantage that you repeatedly ask the question “Why?” The 
answer invariably is that he is afraid to do otherwise because of the risk that 
the company will enforce one of its numerous contract powers. 


The operator’s fears appear to be justified. The numerous contract pro- 
visions provide the oil companies with a number of sanctions and penalties 
which they enforce without hesitation. The Committee examined various cases 
where different contract provisions and different issues were involved which 
clearly illustrate the overwhelming certainty of the inevitable result. 


In the opinion of the Committee most problems arising between service 
station operators and oil companies arise from the fact that outlets are “tied”. 


An independent business man normally exercises his freedom of enter- 
prise in three main areas, with a view to making a profit — 
(a) he negotiates with suppliers to obtain the most favorable price; 
(b) he scrutinizes costs and expenses to eliminate items which cause loss, 
or do not contribute to profit; 
(c) he fixes a sufficient markup to cover his expenses and provide a 
reasonable profit. 


Oil company contract ties and marketing practices limit the operator’s 
freedom of action in each of these three vital areas. 


To obtain a supply of petroleum products the operator has to enter into 
a dealership agreement or franchise agreement under which he agrees to buy 
the products of one oil company exclusively for a term of years at its regular 
posted price. This contract prevents him from switching brands to take advantage 
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of lower prices, and as his contract obligates him to pay the oil company posted 
price, he has no bargaining power to obtain discounts like commercial con- 
sumers succeed in obtaining. He is in the same position with tires, batteries, 
accessories and merchandise where he is bound by “directed buying” arrange- 
ments, “full line forcing” arrangements, etc., which similarly deprive him of 
choice of supplier and deprive him of bargaining power on price. 


Similarly oil company contracts limit the freedom of the operator to reduce 
what he may regard as unnecessary costs. The oil companies consider that 
their public image is affected by the behavior of retailers selling their brand 
name of products. Accordingly oil companies require the operator 

(a) to maintain levels of free services for customers such as washing of 
windows, checking of tires, etc. which cost the operator money to 
provide; 

(b) to provide standards of wash room facilities and cleanliness conforming 
to the oil company public image which costs the operator money to 
provide; 

(c) to maintain hours of opening, for which the operator has to bear the 
expense of salaries and overhead, during hours when the operator 
would find it more profitable to close and reduce his expenses; 

(d) to participate in oil company advertising programs which add to the 
operator’s expenses but do not increase his income. 

The operator is not free to reduce his expenses in these and other areas, 
because if he decides not to follow oil company “suggestions” he may lose his 
service station business. 


The operator’s freedom to determine his markup and fix his selling price 
is limited by oil company pricing policies which permit 

(a) price competition from off-brand outlets which purchase from the 
same oil company at a lower price than the operator can; 

(b) price competition from oil company owned and employee operated 
outlets which offer lower retail prices; 

(c) price competition from oil company owned outlets operated by 
commission agents which offer lower retail prices. 


The operator is accordingly deprived of his freedom of enterprise in the 
three areas of most vital importance to an independent business man. 


An independent business man whose energy and enterprise builds up a 
successful business normally acquires, 
(a) the security of owning a business with a proven capability of producing 
income; and 
(b) the security of a saleable asset in the form of goodwill if he chooses 
to sell his business. 


The independent business man who is a service station lessee does not 
have either of the above advantages. 


His various contracts with his oil company are all terminable on short 
notice, so the ability of the business to produce income gives him no security 
because he can be deprived of the business at any moment. 


It is oil company policy not to permit an incoming lessee to pay a term- 
inating lessee for goodwill. The oil company is able to give effect to this 
because it has the power to grant or withhold a lease of the service station and 
to grant or withhold a supply of petroleum products. The oil company is a 
required party to the completion of any sale, and if it won’t agree to a terminat- 
ing operator selling his goodwill, then he has nothing to sell. 


One company makes this policy abundantly clear by requiring all incoming 
new lessees to sign a “goodwill declaration” containing statements reading 
in part as follows: 

“I am not paying (the outgoing tenant) anything for goodwill or for the ‘business’.” 
Ms that any goodwill I may acquire . . . will be of no value if and when the 
said lease is terminated” 

“that I will not be entitled or permitted to sell the goodwill or the ‘business’ when 
I vacate the aforesaid service station”. 
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Accordingly a service station operator has no security in his business, 
because he can be terminated at will, and his efforts in building up the business 
don’t create security because he has no “goodwill” that he is permitted to sell. 


In Chapter IV we examined five of the causes contributing to extinction 
of owned outlets and to turnover of lessees. The conclusion was that all of 
these causes were related to or dependent upon the system of tied outlets. 


In Chapter V the study of price indicated that the system of tied outlets 
enables the oil companies to fix the price at which they sell and eliminates 
price competition. To create and maintain the system of tied outlets results 
in wasteful and costly practices of marketing and retailing and high costs to 
the motorist. 


To the service station operator, tied outlets are the cause of long hours, 
low earnings, lack of freedom to run his business, no security under his lease, 
an atmosphere of suspicion and distrust in his dealings with the oil company, 
and harsh enforcement of oppressive contracts when a difference arises. 


In other countries where the problem of service station operators have 
been studied, the “tied” outlet was seen to be the problem but the solution 
suggested was to restrict or prohibit one or more of the methods used by the 
oil companies to tie the outlets. 


However, if one method of tying was restricted or prohibited the oil 
companies found another method or devised a new one which was equally 
effective to attain the same basic objective of tying outlets and controlling the 
market. 


Accordingly the solution we suggest is to assert and establish the right 
of the service station operator to conduct his business free from oil company 
ties. Then any means of tying now used, or any new means of tying that may 
be devised, would be an infringement of the service station operator’s freedom 
and would be prohibited. 


The undesirable result, namely — the tying of outlets is the problem 
that should be solved, rather than prohibiting a specific means used for the 
time being to attain that result. 


(2) The Relationships 


The Committee was instructed to consider the relationship between oil 
companies and service station operators. We found a sick, unhealthy relationship 
which is unbelievably bad. 


The single main problem in the relationship of oil companies and service 
station operators is that everything is founded on contract and compulsion. 
Practically nothing in a service station is done voluntarily by the operator as 
the result of his free choice. 

The basic relationship is that of buyer and seller, and in numerous cases 
it is also that of landlord and tenant. In marketing petroleum products many 
of the negotiations between buyer and seller or landlord and tenant are 
founded on threats and compulsion. The result is an an atmosphere of sus- 
picion and distrust. Most operators are convinced that in any given set of 
circumstances the oil company will exploit them for its own advantage, — 
and they appear to be right. 

Their relationships are governed by a multiplicity of mutually supporting 
contracts which in their cumulative effect are unconscionable. No matter what 
issue arises there appears to be a contract provision somewhere which covers 
it, giving all the powers and advantages to the oil company and depriving the 
operator of rights you would expect he might have. 

The oil company has little or no concern for the problems of its operators 
and enforces its contracts with them harshly, and to the letter, with no apparent 
human consideration. 

The oil company in its relationship to its dealers appears to suffer from 
schizophrenia. At one moment the dealer is treated as an essential member of 
the oil company team, and the next moment he is being dealt with at arms length 
with his business and his income at stake. 
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For one purpose the oil company wants its dealers to identify with the 
company, projecting the company public image, and being an integral part 
of the picture that the brand name oil company presents to the public. 


For another purpose, the service station operator is a purchaser from 
whom the oil company extracts the highest price, and obtains the most favored 
contract terms. 


If the dealer was a part of the oil company, as the oil company likes to 
picture him, he would be carefully selected, well trained, and well paid. 


However, as the dealer is “‘an independent business man” who is expected 
to be able to look after himself, the oil company allows practically anyone 
interested in becoming a lessee to risk his money if he wishes to do so almost 
irrespective of training, ability, or chance of success. 


Although he is “independent” for the purpose of risking his investment 
and for the purpose of trying to earn an income, the oil company wants to be 
sure that his “independence” ends there, and that this “independent business” 
is conducted in such a way as to create the most favorable impression of the 
oil company and its brand of products in the mind of the public. Accordingly 
the operator’s independence is whittled down by a large number of contractual 
ties which compel him to conduct his business in exactly the way that the oil 
company wishes it conducted in practically every respect. 


Of more than 500 operators of retail outlets who were interviewed, prac- 
tically all were unanimous in stating they were unhappy about numerous aspects 
of their relationships with the oil companies they represented. Operators of 
“service stations” had more complaints than operators of gasoline outlets 
classified as “other business with some gasoline sales.” 


All operators of “service stations” were resentful about some aspect of 
oil company interference in their businesses, and complained about lack of 
freedom of enterprise. They consider they are forced by circumstances and by 
contract to do as the oil company “suggests”, and are:— 

(a) not free to set their own hours; 

(b) not free to buy the gasoline they choose; 

(c) compelled to buy designated brands of tires, batteries, antifreeze, and 

merchandise at prices which are not always competitive; 

(d) not free to advertise their own names and compelled to advertise the 

oil company; 

(e) compelled to pay for promotional advertising programs and contests 

sponsored by oil companies; 

(f) compelled to accept lease and contract changes, the only alternative 

available being to abandon their business. 


The operator considers he enjoys only two freedoms — 


(a) freedom to do everything his oil company “suggests’’; 
(b) freedom to go broke. 


Oil companies advocate freedom of enterprise for oil companies, and 
practise economic slavery for operators. 


This leads us to recommend a measure of government control which 
would primarily affect four gigantic companies, in substitution for the oppressive 
contractual controls that these companies now apply to thousands of Alberta 
gasoline retailers. 


Our recommendations would restrict the free enterprise of the four oil 
companies only to the extent necessary to restore free enterprise for the 
retailers of gasoline. 


A measure of government control applicable to a handful of companies 
which restores freedom to thousands of operators is preferable to the stifling 
industry controls which now deprive operators of freedom by an intricate 
web of contract ties. 
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The committee firmly believes in free enterprise. We believe that free 
unfettered competition operates in the public interest as an incentive to progress 
and usually ensures that the customer gets better quality and cheaper goods 
and services. Responsible free enterprise has given us one of the highest 
living standards in the world. However we have to allow free enterprise to 
work. 


Henry Ford II commented, “I have deep faith in the stimulating power 
of competition and in the capacity of the free market to allocate resources 
and to bring optimum growth and progress, if we will only let it work.” 


In our opinion the oil companies are not allowing free enterprise to work. 
The effect of their tying contracts and other monopolistic practices is to eli- 
minate price competition between oil companies in the sale of gasoline to 
retailers. Our recommendations are aimed at removing oil company practises 
which do not allow price competition or free enterprise to work. 


(3) Conclusions re Relationships 


The system of tied outlets has given to oil companies — 

(a) control of retailers, 

(b) control of the price at which the industry sells to retailers. 

Measured statistically as a device to control retailing the system of tied 
outlets has unquestionably been successful. In the ten year period from 1955 
to 1965 outlets tied to subsidiaries of “cartel’’ companies have increased in 
number from 1381 to 2757, while other outlets have declined from 1547 to 
387. Outlets tied to “cartel” subsidiaries accounted in 1965 for 87.9% of total 
gasoline outlets in Alberta. 

Measured in human terms the system of tied outlets is a dismal failure. 
For the service station operator it has meant long hours and loss of leisure, 
loss of freedom, and loss of security and savings. 

Where unrestricted free enterprise has infringed on the rights of people, 
governments have intervened to protect people from business. 

Governments protect employees from exploitation by their employers by 
two principal methods 

(a) by laws relating to working conditions such as hours of work laws 

and minimum wage laws; and 

(b) by labor laws which permit employees to organize and to bargain 

collectively through unions. 

Unequal bargaining had arisen between employers and employees so laws 
such as these restored the balance. 

The service station operator who is being exploited is not protected by 
either kind of law because he is by definition an employer and not an employee. 

Unequal bargaining now exists between oil companies and lessees. As the 
oil industry has failed to deal with the problem and as operators are helpless 
to protect themselves government intervention is necessary to restore the 
balance. 

In the opinion of the Committee there is no practical way to protect the 
service station operator from continued exploitation by the oil companies except 
by government intervention and the enactment of protective laws. In the opinion 
of the Committee the exploitation of service station operators is so serious and 
so widespread that government intervention is justified and called for. 

The subsidiaries of four international companies which to a large extent 
control refining and marketing in Alberta are the ones that would be primarily 
affected by any such intervention. These four companies are linked in con- 
sortiums, joint ventures, and other common activities and purposes in many 
parts of the world and to a large extent practice common marketing policies. 
They establish marketing patterns for the industry, and others engaging in 
marketing simply conform to the existing patterns. 

Each operator is bound to one oil company by a web of contract ties which 
are intricately interwoven and practically impossible to break. 

The service station operators in their plea for “divorcement” recognize 
this web of ties as the principal problem they face in the conduct of their 
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business. Divorcement is a drastic solution involving substantial measures 
of government intervention and compulsion to require the sale of thousands 
of service station properties and to deal with the resulting problems. Only if 
no other solution of a less drastic nature appeared practical should a solution 
of this nature be recommended. 


The Monopolies Commission of Great Britain recognized the web of ties 
as the principal problem of service station operators. The approach of the 
government there was to obtain “voluntary undertakings” from the oil com- 
panies having the effect of reducing the length of one tie, weakening another 
tie by limiting its scope, severing another tie, etc. This approach was helpful 
but it left the oil companies free to devise other ties in substitution for those 
that were severed, to devise new methods of strengthening those ties that had 
been weakened, and to introduce overlapping ties which make a series of short 
term ties as effective as a single long one. If a tie is bad and not in the public 
interest, permitting its existence for a short time may be better than permitting 
it for a long time but the best solution would be not to permit it at all. 


In most industries such protection has not been necessary. However, 
in the integrated oil industry where supply is largely controlled by the gigantic 
international companies with monopolistic characteristics, the individual op- 
erator has practically no bargaining power. In these circumstances the oil 
companies have prepared, with clever draftsmanship, a web of contract ties 
which are unconscionable in their cumulative effect and which are harshly 
enforced. 


In the opinion of the Committee the operator clearly needs protection 
which he is powerless to obtain for himself. 


In the business of retailing gasoline the Committee considers the oil 
companies should have the choice 

(a) of operating their service stations by employees or agents; or 

(b) of letting independent business men lease and operate such stations. 


The form of contract or “the clever draftsmanship” to which Mr. Justice 
Douglas referred should not determine whether the “independent business 
man” is independent or not but this should be a question of fact. The Com- 
mittee suggests that in any case where 

(a) the operator invests his own money; or 

(b) the operator takes a risk of losing his own money; or 

(c) the operator pays salaries to employees; or 

(d) the operator owns the premises or leases the premises or pays an 

occupancy charge for the premises; or 

(e) the operator buys gasoline or other merchandise or is charged with 

the cost of gasoline or other merchandise for resale; 
then the operator of the service station or retail gasoline outlet shall be an 
independent business man and entitled to certain rights which should be 
protected by legislation. 

If the oil company wishes to operate its own outlets by employees or 
by agents remunerated by commission it should be able to do so. However, 
the agent in such case should be deemed to be an employee within the mean- 
ing of the Alberta Labor Act, and should not have any of the responsibilities 
or risks making him an independent business man outlined above. 


The second principle which the Committee considers should apply in 
such relationships is that in any case where the operator of a service station 
or retail gasoline outlet leases his premises from an oil company or other 
supplier, or pays an occupancy charge, the operator shall have security of 
tenure so long as his rent is paid and his premises are maintained in reason- 
able repair, without interference or control of any kind by the oil company 
or supplier in the operation of the retail business. 

The Committee is of the opinion that these liberties, which it is reasonable 
for service station operators to have, should be protected by legislation so 
that any tie or restriction which encroaches on such a liberty would be in- 
effective automatically. 
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CHAPTER VIE A BILL OF RIGHTS FOR SERVICE STATION 
OPERATORS 


There are other freedoms which are just as important as freedom of 
contract. There have been cases where the government in the public interest 
has found it necessary to curtail unlimited freedom of contract. 


When sellers of equipment became too harsh in the enforcement of their 
contract rights to collect monies owing, and not only repossessed the equip- 
ment but sued the debtor for the deficiency, this aroused public protest. 
The legislature in the public interest restricted the creditor’s freedom of con- 
tract by enacting a provision in the Conditional Sales Act that if the seller 
elected to seize the equipment he could not maintain an action for the balance 
of the purchase price, notwithstanding the terms of the agreement between the 
buyer and seller. 


When mortgage companies in accordance with their contracts were ex- 
ercising their powers of foreclosure more freely than appeared to be in the 
public interest, the legislature enacted provisions in the Judicature Act relieving 
the debtor from consequences of provisions in the contract relating to non- 
payment of principal or interest in certain cases. In another section of the 
same Act it provides that a contractual provision in a mortgage or in an 
agreement for sale, giving a personal covenant to pay, cannot be exercised and 
the right of the mortgagee or vendor is restricted to the land to which the 
mortgage or agreement relates. 


In the opinion of the Committee the marketing practices of the oil 
companies and the contractual ties with which they have bound their operators 
have been largely responsible for the business failures of many operators and 
for hardships to such people which should not be tolerated. 


When oil companies abuse their monopolistic position and their freedom 
of contract by creating a web of oppressive ties which restrict the business 
freedom of thousands of citizens, and harshly enforce those contracts the 
Committee considers it is equally in the public interest that the freedom of 
contract of oil companies should be subject to a measure of restriction. 


Their freedom to contract with one another has already been restricted 
by law. The “cartel” companies entered into four international oil agree- 
ments between 1928 and 1934. These agreements established seven prin- 
ciples to govern group action referred to as the “as is” principles. These 
agreements were reinforced in various countries with local “cartel” agree- 
ments which included quota arrangements dividing the market, covenants 
to respect each others customers, provisions fixing prices, and provisions 
limiting competitive expenditures for marketing facilities. Product exchange 
agreements between oil companies enable each company to obtain supplies 
from the nearest refinery without unnecessary duplication of refining facilities. 
In several countries anti-trust laws or combines laws or monopolies laws now 
make agreements between sellers to divide the market and to fix prices etc., 
illegal. 

if However, the “cartel” companies and their subsidiaries have now achieved 
many of the same objectives by other contracts which are still legal. 

They have created a system of “tied” outlets by means of contracts 
with thousands of service station operators. By this system the market is 
divided into groups of “tied” outlets, each group is the exclusive sales terri- 
tory of one oil company which is respected by all the others, and “cartel” 
brand operators all buy petroleum products at uniform dealer posted tank 
wagon prices which are the highest paid by any class of purchaser. Any 
other company which now engages in marketing has to conform to the system 
by developing “tied” outlets if it wants a market. 

The oppressive terms of the tying agreements create an exclusive market 
for one oil company in which no competitor has any right to compete or 
attempts to compete. The interwoven web of mutually supporting contract 
ties to which service station operators are subject make them the economic 
serfs of one oil company to which they are hopelessly tied. 
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To restore freedoms to the service station operator that the normal in- 
dependent business man enjoys, some of the ties by which he is bound must 
be severed. Both the individual operator, and operators collectively are helpless 
to sever these ties. 

The conditions of economic slavery created by the ties and the resulting 
human hardship should not be tolerated in a society that calls itself free. 
Government intervention is justified and required. 

The Committee accordingly recommends the enactment of a “Bill of Rights 
for Service Station Operators” to protect them from exploitation and to restore 
their freedom. The legislation should state the rights to which service station 
operators shall be entitled and prohibit practices which encroach on such 
rights. 

We have listed these rights under three headings, Entitlement to Rights, 
Rights of Tenants, and Rights of All Retailers. 

The degree of government intervention recommended for the purpose 
of freeing operators is an indication of the degree of restriction to which the 
operators themselves have been subject. 


1. Entitlement to Rights 


In any case where a retailer of petroleum products is required or per- 
mitted 

(a) to invest his own money; or 

(b) to take a risk of losing his own money; or 

(c) to pay salaries to employees; or 

(d) to lease the retail premises, or to pay an occupany charge for the 
premises, or to own the premises; or 

(e) to buy gasoline or other merchandise or to be charged with the cost 
of gasoline or other merchandise for resale; 


then notwithstanding the terms of any contract between an oil company or 
other supplier of petroleum products and the retailer, the retailer shall be 
entitled to the rights hereinafter enumerated. 


2. Rights of Tenants 


If an oil company or other supplier provides premises to a person to 
conduct the business of retailing petroleum products and such person is re- 
quired to pay a rental or occupancy charge, such person should be entitled 
to security of tenure under a lease which should be deemed to include 
statutory provisions providing for the following:— 


(a) rent shall be payable monthly and the rental formula shall not be 
changed during the term of the lease except with the consent of 
the retailer; 


(b) the term of the lease shall not be less than five years from the date 
of the commencement of the lease or of the renewal; 


(c) the lease shall not be terminated by the lessor during its term unless,— 
(i) the lessee fails to pay rent monthly when due, or 
(ii) the lessee fails to maintain the premises in good repair, reason- 
able wear and tear excepted; or 


(iii) exceptional circumstances which shall be enumerated to the 
lessee in writing; (and the exercise by the lessee of any right 
conferred on him by this Act shall not be an exceptional cir- 
cumstance entitling the lessor to terminate.) 


(d) except as provided above, the lessor may terminate the lease by a 
notice in writing served on the service station operator not less than 
six months prior to the expiration of any five year lease or renewal; 
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(e) the lessee occupying a service station shall have a right of first re- 
fusal on any new lease and the lessor shall not rent the service 
station to any other person for a lesser rental or on more favorable 
terms and conditions than have first been offered to and declined by 
the existing lessee; 


(f) if the lessor decides to sell the service station, the lessee in pos- 
session shall have a right of first refusal and the lessor shall not sell 
the service station at a lesser price or on more favorable terms and 
conditions than have first been offered to and refused by the lessee. 


The lack of security of tenure is a problem uppermost in the minds of 
hundreds of lessees. The threat of lease termination is the weapon most fre- 
quently used to influence the lessee to accept the “suggestions” of the oil 
company. In three of the cases cited to illustrate contract enforcement, the 
threat of lease termination was used. In Great Britain, the government im- 
plemented the recommendation of The Monopolies Commission that leases 
should be for a minimum period of three years. The problems of lessees are 
dealt with in Chapter 10 entitled “Rent”. The lessee has an investment of 
between $4,000 and $10,000 at stake in his business and in the opinion of 
the Committee, requires greater security than a three year lease. 


3. Rights of All Retailers 


The retailer of petroleum products, whether an owner or tenant shall 
have the right:— 


(a) to join and to accept office in any trade association of his choice, 
without interference, penalties or sanctions from any oil company 
which is his landlord or supplies him with products. 


This prevents problems such as those experienced by Bernard Roux. 
No incident of this proportion in Alberta has come to the attention of the 
Committee but many operators are not active in their association because 
they are fearful of oil company disapproval. If these fears are unjustified, the 
oil companies should not object to the above provision. 


(b) to make submissions or representations to any oil company through 
the trade association to which he belongs, on behalf of himself and 
other operators who sell the brand name products of that oil company; 


Some companies do not recognize the existence of the A.R.A. and take 
the attitude that it has no right to speak to the company on behalf of those 
of its dealers who may belong to the A.R.A. If several operators of a company 
each have the same problem which they cannot resolve individually by dis- 
cussion with their sales representative or sales manager, they are unable to 
make a collective submission to the oil company through a trade association 
such as the A.R.A. because the oil company won’t recognize the A.R.A. or the 
right of operators to ask it to act on their behalf. If this right existed the 
operators could be more effective in helping themselves. 


(c) to determine the hours during which his business will be open to 
serve the public, subject only to compliance with the laws and by- 
laws of the place where he carries on business, and no oil company 
which is his landlord or supplier shall offer or give any inducement 
or advantage or impose any penalty or sanction to influence the 
operator in his free choice of business hours. 


Service station operators generally consider they are under pressures 
from the oil company which is their landlord or product supplier to extend 
their business hours. The nature these pressures can take is illustrated in the 


Chapter VII Page 35 








MacGregor case. More recently in Edmonton an oil company took legal pro- 
ceedings which invalidated the Edmonton by-law applicable to service station 
hours. When a new by-law was proposed, oil companies made submissions 
opposing it, and the A.R.A. representing service station operators supported 
it. 


(d) to buy, sell, stock, display and advertise on the premises any brand 
or kind of tires, batteries, accessories or other merchandise. 


Great Britain implemented the recommendation of The Monopolies 
Comission that service station operators should have this freedom. This agrees 
with the findings and recommendations of the Restrictive Trade Practices 
Commission to the Department of Justice in Ottawa in 1962 as a result of 
its Inquiry into the Distribution and Sale of Automotive Oils, Greases, Anti- 
freeze, Additives, Tires, Batteries, Accessories and Related Products. The Courts 
in the United States in such cases as Goodrich & Texaco, Goodyear & Atlantic 
Refining, and Firestone & Shell found oil company power over dealers con- 
stituted coercion and declared commission agreements illegal. In California 
in the West Coast Oil Case the judgment prohibited “directed buying”. 


(e) to buy, sell, stock, display and advertise on the premises any kinds 
or brands of lubricating oils and greases, anti-freeze, kerosene, and 
other petroleum products 


Great Britain implemented the recommendation of The Monopolies Com- 
mission that service station operators should have this right. In California 
in the West Coast Oil Case the judgment prohibited oil companies from using 
agreements forcing dealers to buy all their petroleum products from one oil 
company. 


(f) to service vehicles on the premises or in the lubricating bay or in 
the service bays with any kind or brand of anti-freeze, oil, grease, or 
lubricants. 


Great Britain largely implemented the recommendation of its Monopolies 
Commission to give service station operators this freedom. However, in the 
case of tenants of oil companies although they were given the right to stock 
and sell all brands, there was a limitation in the “Undertakings” concerning 
the use of lubricating bay equipment. This means that if the operator is using 
one brand of oil or grease or anti-freeze to service the motorist’s vehicle he 
can use the lubricating bay, the hoist and the grease pit, but if he is using 
another brand of oil or grease or anti-freeze he cannot use these facilities 
and has to undergo the inconvenience of servicing the car outside the lubri- 
cating bay. The Committee does not recommend this distinction in Alberta. 


(g) to prepay any debt, mortgage or loan owing by him to an oil company 
at any time without notice, bonus or penalty. 


This prevents problems such as those of the operator described in 
Chapter 20 under the heading “Contract in Restraint of Right to Prepay Debts.” 
In that case the oil company declined to accept the final $200.00 payment until 
eighteen years after the operator was prepared to pay it off which had the 
effect of perpetuating the operator’s obligation to sell the products of that 
oil company exclusively for the eighteen year period. There are many cases 
of this nature. The British Government implemented the recommendation of 
The Monopolies Commission that the operator at his option could repay in 
full at any time after five years from the date of a loan and on such repayment 
the exclusive obligation to buy would terminate. The five years is based on 
Britain’s decision to allow exclusive buying contracts for that length of time. 
We recommend prohibition of exclusive buying provisions. 
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(h) to pay out in full at any time without notice, bonus or penalty the 
entire balance owing under any conditional sale contract, chattel mort- 
gage or rental-purchase agreement relating to oil or lubricating equip- 
ment or other equipment used by him in his service station operation; 
and to purchase or return loaned equipment; 


Great Britain acting on the recommendation of The Monopolies Com- 
mission gave the retailer freedom to end “ties” relating to oil and lubricating 
equipment at any time by paying off the outstanding installments of a credit 
sale, or by purchasing or returning loaned equipment or rented equipment. 


(i) to receive from the oil company or other supplier which advertises 
its brand name products to the public, at mo cost to the retailer, 
any tickets, chances, gifts, bonuses, premiums, or other promotional 
items the retailer may require to enable the retailer to play his part 
as advertised in any brand or product promotion. 


Chapter 16 explains the problems of operators in connection with ad- 
vertising promotions of oil company products. This implements one of the 
recommendations in that chapter. 


(j) to receive compensation from the oil company for providing any 
services which the oil company advertises that the retailer will per- 
form free or will perform for less than his usual price; and for 
providing any merchandise that the oil company advertises that the 
operator will provide free or for less than the operator’s usual retail 
price, so that in any case the operator’s income and expense per item 
are not altered as a result of the cil company advertising. 


This will give relief from problems such as those described in Chapter 
34 (7). 


(k) to do such advertising on his business premises or elsewhere as he 
sees fit, and he shall not be obligated by contract er otherwise to 
advertise exclusively the name or brand of any company or to refrain 
from advertising the product or merchandise of any brand or company. 


The right of the operator to advertise on his own premises is severely 
limited at present by contract. The operator’s problems in this connection are 
detailed in Chapter 16. In Great Britain on the recommendation of The 
Monopolies Commission the government implemented a measure of restriction 
on the oil companies. There, the landlord petrol company is entitled to put 
general terms controlling advertising in its lease agreements. This would 
entitle the landlord to say “No free standing signs, no wall signs, no banners.” 
If the landlord does so, then the ban applies to advertising of the landlord’s 
products as well as the products of other companies. The landlord petrol 
company is not permitted to discriminate. The Committee considers that the 
service station operator who runs his own business should be free of advertising 
restriction of any kind so that he can make his own decisions on what will 
appeal most to his customers and what is best for his business. 


(1) to buy and sell any gasoline he chooses whether brand name or 
off-brand; 


One of the findings made by the Monopolies Commission of Great 
Britain in its report was that — 


« , . the restrictive agreements and arrangements made by petrol suppliers with 
retailers operate and may be expected to operate against the public interest.” 
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As a result of this finding the Monopolies Commission recommended 
that the term of such restrictions be reduced to a maximum of five years. 


Professor T. Barna, a member of the Monopolies Commission, agreed 
with the finding of fact but dissented as to the solution because in his opinion 
it would not solve the problem. In dissenting from the Commission’s conclusions 
he stated: 


“In my view all exclusive selling arrangements in the actual circumstances of the 
industry today operate and may be expected to operate against the public interest.” 


“I therefore recommend that all arrangements under which retailers accept re- 
strictions as to the brands of petrol which they stock and sell be abolished.” 


The Committee agrees with Professor Barna that such restrictions are 
not in the public interest and should not be permitted for five years. We recom- 
mend complete prohibition of exclusive buying provisions. 


(m) if he has more than one set of tanks and pumps, to dispense one 
brand of gasoline from one set of tanks and pumps and another 
brand or an off-brand from the other set or sets of tanks and pumps. 


In the same way that a drug store offers the shopper half a dozen 
brands of perfume, or a super market gives its customer the choice of several 
brands of peas, or a furniture store handles the appliances and furniture 
of several different manufacturers, it would be possible for a super service 
station to have five sets of pumps and to offer the motorist a choice of the 
four brands of gasoline refined in Alberta, plus an off-brand. Service stations 
selling more than one brand were common in Britain for many years until 
the oil companies using the incentive of “loyalty rebates” succeeded in ob- 
taining “solus” agreements which now tie most stations in that country. The 
main obstacle which exists at present is the oil company contract under which 
a dealer can’t obtain a supply of gasoline from a company unless he agrees to 
handle that company’s brand exclusively. The absence of such a contract could 
lead to much more economical and efficient marketing of gasoline. 


Prohibitions and Restrictions 


In order to give effect to the proposed rights for retailers, they should 
be supported by some complimentary prohibitions and restrictions applicable 
to oil companies or other suppliers of petroleum products. The Committee 
accordingly recommends enactment of legislation to give effect to the following 
provisions. 


1. No oil company or other supplier of petroleum products shall have 
any voice or control direct or indirect in the conduct, management, hours of 
opening, or products handled by any retail gasoline outlet in Alberta unless 
such supplier operates the retail outlet, invests all the capital required by 
the retail outlet, takes all risk of business losses in the retail outlet and 
employs all personnel required to operate the retail business. 


2. Any provision of any contract which directly or indirectly deprives 
a retailer of petroleum products in Alberta of any of the rights hereby con- 
ferred or has the effect of depriving him of such a right should be déclared 
to be null and void and not to be binding upon or enforcible against the 
retailer. 


3. Each contract between an oil company or other supplier of petro- 
leum products and a retailer of petroleum products in Alberta, shall be a 
separate and independent transaction, and:— 
(a) it shall not be terminable by reason of failure to perform another 
contract between the same parties, and 
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(b) breach of one contract shall not be deemed to be breach of any 
other contract between the same parties, 

(c) performance of the contract shall not be conditional on perform- 
ance of any other contract between the same parties. 


4. Any restriction or covenant that runs with land which restricts 
the use of the land in Alberta to the sale of the petroleum products of a par- 
ticular oil company or of a particular brand should be declared to be null, 
void and of no effect. 


5. No oil company or supplier of petroleum products may make the 
sale or supply of any petroleum product in Alberta conditional upon the re- 
tailer buying from the oil company or from a supplier suggested by the oil 
company all or any part of the retailer’s requirements of tires, batteries, ac- 
cessories or other merchandise. 


6. The supply of any product or merchandise to a retailer of gasoline 
in Alberta shall not be contingent or conditional upon the purchase by the 
retailer of any other product or merchandise. 


7. No oil company or other supplier of petroleum products shall offer 
or grant any discount, rebate, price concession, inducement or other benefit 
or advantage to a retailer in Alberta on condition that the retailer buy the 
supplier’s products exclusively or on condition that the retailer buy from it 
all or a specified quantity or percentage of the retailer’s requirements. 


8. No oil company or other supplier which provides petroleum products 
or other merchandise to a retail gasoline outlet in Alberta shall require the 
retailer to post its signs or advertising exclusively, or to advertise its name, 
brand name, or products exclusively, or limit or restrict the retailer from dis- 
playing any advertising he chooses. 


‘9. No contract between an oil company or other supplier and a re- 
tailer of petroleum products shall cover a quantity or volume of any product 
or item in excess of the quantity or volume normally sold by that retail 
outlet in a three month period. 


10. No oil company or other supplier of petroleum products shall refuse 
to supply gasoline or any other petroleum product to a retailer for any cause 
other than non-payment for such products, and in the event of a shortage 
of supply, the supplier shall not discriminate between retailers but shall en- 
deavor to supply all of them as fairly as reasonably possible on a pro rata 
basis. 


11. No oil company shall include in a supply contract or in any agree- 
ment executed in connection with the making of a supply contract with any 
retailer or wholesaler in Alberta, or otherwise make the supply of any petroleum 
product contingent upon the retailer or wholesaler granting to the oil company 
an option or right to purchase or rent any of the properties, facilities or 
equipment of the wholesaler or retailer, and any provision of any contract 
granting such a right should be declared to be null and void and not binding 
upon or enforceable against the wholesaler or retailer. (This is similar to 
one of the terms of judgment in the West Coast Oil Case in California.) 


12. Any provision of any contract of an oil company or other supplier 
of petroleum products which is in conflict with any of these prohibitions or 
restrictions should be declared to be null and void and not enforceable against 
any other party to the contract. 
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CHAPTER VI THE EFFECT OF TERMINATING EXCLUSIVE 
DEALING IN ONE BRAND OF GASOLINE 


The impact of the proposed changes in the relationships between oil 
companies and service station operators should not be exaggerated. 


Demand for refined petroleum products is relatively inelastic. 


The population of Alberta will not be altered thereby, the number of motor 
vehicles per capita will remain the same, the number of miles driven per 
vehicle will not vary, and the total gasoline consumption should be approxi- 
mately the same, irrespective of the proposed changes. 


To supply the demand, the four companies which own refineries in Al- 
berta are now all working at or near capacity. Their total production will 
continue to be required to meet the existing demand, notwithstanding pro- 
posed changes in relationships with service stations. 


The freedoms proposed for service station operators will not seriously 
affect either the total demand for gasoline or the available sources of supply 
from which such gasoline can be obtained. 


Retailers who have handled a particular brand of gasoline for a number 
of years and have been satisfied with their relationships with their supplier 
are unlikely to change to another supplier whose products and services are 
very similar to those of the company with which they have been accustomed 
to deal. 


The mere fact of freedom of choice will remove the complaints of many 
operators and should lead to an over-all improvement in the quality, service 
and prices available to service stations from competing suppliers. 


Whether operators are relieved from the contract tie which requires 
them to buy one brand of gasoline exclusively will have little bearing on 
the quantity of gasoline sold. If some service station operators switch brands 
the product exchange agreements between refining divisions and marketing 
divisions of various companies could automatically compensate for variations 
in channels of distribution and marketing. 


How frequently service station operators would switch brands if they 
were not bound by contract to purchase one brand exclusively, is an un- 
answerable question. 


Having regard to similarities in marketing practices of the oil companies, 
and to the very limited choice of suppliers, and the problems associated with 
any change, it is improbable that there would be large scale changes in buy- 
ing patterns. A dealer would be hesitant to change a brand for which his 
customers have a preference. If a service station operator is happy with the 
quality of the product he buys, the service he receives from his supplier, 
and his relationships with the oil company, there is no reason to assume he 
would make any change. 

If, on the other hand, the service station operator is convinced he can 
get better products or service from another supplier, or his relationships with 
his oil company are unsatisfactory, then it is reasonable that he should be 
free to try to improve his situation. 

Apart from the prospect of switching from one brand to another brand, 
there is the possibility of having more than one brand available at a single 
station. 

One is inclined to hesitate when such a concept is first considered, 
because it is outside the normal experience in this area. The principal reason 
it does not happen now is simply the exclusive buying provision which each 
of the companies includes in its contracts. In Great Britain there were “mixed 
sites” where a single retailer offered a choice of brands. About 1926 when 
the “cartel” companies decided to strengthen their position in marketing and 
to work for the “solus” system which involved a retailer marketing the petro- 
leum products of one company exclusively, they offered retailers a “loyalty 
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rebate”. The oil companies adopted a pricing system which gave retailers 
who took petrol exclusively from one company, a margin of 214d. per gallon 
whereas retailers who marketed more than one brand received only 144d. 
per gallon. 


Professor T. Barna, of The Monopolies Commission in Great Britain 
stated: 


“At that time many retailers wanted to sell cut-price petrol through an additional 
pump. By installing an extra pump or by converting one out of three or four 
existing pumps to cut-price petrol they expected to increase turnover. The lead- 
ing companies were aware that if this were to happen the customer would soon 
discover that cut-price petrol is just as good as their petrol and consequently 
their sales would fall. The loyalty rebate has proved a powerful weapon since 
the retailer’s additional sales through selling cut-price petrol would have been 
ee by the loss of Id. per gallon on his previous volume of sales of full-price 
petrol.” 


By offering loyalty rebates during the period from 1926 until World War II, 
the oil companies induced many stations to sign “solus” agreements and to 
handle the products of one oil company exclusively. Generally, the “mixed 
sites” sold several brands which were usually those of the major companies, 
but it was less common for a station to offer both full-price and cut-price 
petrol. 


Professor T. Barna stated: 


“Tests by Consumers’ Association have shown that difference between brands 
of petrol are grade for grade insignificant and most consumers are probably 
aware of this fact (although they may be less aware of the fact cut-price petrol 
is just as good as full-price petrol).” 


“The real choice of the consumer is not between brands of petrol sold at the 
same price but between brands sold at the standard price and cut-price petrol. 
Consumers’ choice cannot become effective until petrol stations, . . . are allowed 
to stock and sell cut-price petrol along-side other petrol.” 


Committee calculations indicate that all the costs of exploring, discovering 
and producing oil are about 3c per gallon, and the costs of refining are ap- 
proximately an additional 3c per gallon. 


By comparison, the cost of marketing was calculated at about 5c per gallon 
and the cost of retailing in a service station is about 7c per gallon. In other 
words marketing and retailing costs are about twice as much per gallon as 
producing and refining costs. 


To a very large degree the high costs of marketing and retailing are ac- 
counted for by the system of “tied” outlets with 

(a) large numbers of unnecessary service stations, 

(b) the subsidization of lessee outlets, 


(c) costs of credit cards included in the wholesale cost of gasoline and 
paid for by many people who do not use them, 


(d) high costs of advertising promotions and giveaway programs, 


(e) an absence of price competition in sales from oil companies to service 
stations and consequent high prices, and 


(f) too many marginal service stations which are inefficient in their 
use of capital and labor resulting in high retail costs per gallon of 
sales. 
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The economies to be obtained from having one large volume station 
offering a choice of six brands, instead of six separate marginal stations each 
selling one brand, are obvious. 


An oil company is under no obligation to lease a service station or the 
equipment for dispensing petroleum products that it contains. It is free to 
Operate its own service stations with its own employees selling its own 
products if it chooses to do so. 


However, if an oil company chooses to lease a service station it owns 
to an independent business man who invests his money and assumes the risks 
of business losses, the business man should then be reasonably free to operate 
his business as he decides. He should not be subject to interference or control 
by the oil company. So long as he pays his rent and looks after the property 
he should have reasonable tenure. So long as he pays for the products he 
buys, his supplies should not be unreasonably interrupted. 


The oil companies may suggest that it is unreasonable that service stations 
and equipment they own should be permitted to be used in marketing a com- 
petitive brand of product. The Committee considered it more unreasonable 
that a man who has invested his life savings in a business can obtain no more 
security of tenure than thirty (30) days. There are numerous other contracts 
and practices which give oil companies unreasonable powers over their lessees. 
The landlord of a house who does not have a monopoly in housing does not 
attempt to control his tenant’s hours of work, or to direct what supermarket 
the tenant should use to buy his food, or what brand of furniture he should 
buy. The oil companies which control the supply of gasoline use their mono- 
polistic supply position and their powers as landlords to control and direct 
many business operations of their tenants. 


The Committee has given serious consideration to its recommendations 
respecting contract rights and property rights. However, in our opinion it 
is a question of priorities. The choice is between conditions which contribute 
to the business failure of persons, at a shocking rate, or conditions which per- 
mit the property of an oil company to be used to sell a competitive brand 
for the balance of the term of a freely granted lease. The choice is between 
human rights and property rights, and the question is whether people should 
have priority over property. 


If an oil company chooses to lease its property and induces a tenant 
to invest his savings in the business to be conducted on that property, then there 
are circumstances where the person’s right to protect his living, his savings, 
and his business, should prevail over the oil company’s rights to limit the 
use of its property. 


If an oil company has bound a lessee to buy its product exclusively and 
then builds another station in the same block or across the street which cuts his 
volume in half so that he is facing business failure, the man should have 
the right to switch brands to protect his living and his savings. 


If an oil company by its advertising is constantly committing its operators 
to perform free services they can’t afford to pay for, or to sell merchandise 
at a loss, or to pay for advertising promotions they don’t want, the operator 
should have a right to switch brands. 


The mere existence of such a right would make it unnecessary in most 
cases to exercise it. Each oil company in such circumstances would have to 
examine any marketing action it was considering from the point of view of 
how it would affect their operators and what their reaction might be. Under 
the present system of tied outlets this is irrelevant and doesn’t have to be 
considered. The operator’s only choice in present circumstances is to do as 
ue oil company directs or to be put out of business and face the inevitable 
osses. 
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An oil company which has leased a service station and equipment would 
not suffer irreparable damage if a tenant switched brands and was able to 
use the leased equipment to sell other products for the balance of the lease. 
A tenant whose lease is terminated on thirty (30) days notice loses a business 
in which he has invested from four to ten thousand dollars, loses part of his 
investment, loses his livelihood, loses his goodwill, and his equipment is sac- 
rificed at depreciated values on a forced sale basis. 


The oil company practice of subsidizing the rents of its lessees is dis- 
criminatory against owned outlets which cannot survive in such circumstances. 


If the tenant was entitled to a five year term and was free to change 
the brand of gasoline he handles, the incentive to the oil company to subsi- 
dize lessees would be removed and the practice would cease. 


There would be no restriction on the rights of an oil company to own 
real estate, or to build service stations, or to hire employees to operate their 
service stations. 


However, in leasing a service station they would have to recognize the 
possibility that the tenant might not always sell their petroleum products, 
so they would charge a rent which would produce a reasonable return on 
their invested capital. 


To retain their tenant’s business as a customer of petroleum products 
in the absence of the compulsion of contract ties they would have to start 
treating him as a human being, give him the consideration that other sellers 
give their customers and cease the harsh and oppressive tactics that are now 
possible and commonplace. 


The principal foreseeable consequence of enacting such legislation is that 
the oil companies in dealing with service station operators will have to face 
the unfamiliar problems of free enterprise and competition. 
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CHAPTER IX SUMMARY OF RECOMMENDATIONS 


There are three basic markets for gasoline in Alberta. 


The automotive market for gasoline which exceeds the other two com- 
bined and which commands the highest price per gallon is responsible for the 
majority of problems the Committee investigated in gasoline marketing. 


The farm market which accounts for 32% of the gasoline used and 
the industrial commercial market which accounts for 12% of the gasoline 
used is largely served by 1,140 bulk agents or farm dealers. The Committee 
considered the procedures and practices for the marketing of gasoline and 
petroleum products by bulk agents and farm dealers and our findings are 
reported in Chapter 37. 


The most serious problem we encountered was the responsibility for 
credit, and the nature of the problem and the recommendation made is found 
in Chapter 38. 


The second most serious complaint related to handling commission. We 
studied this subject and our conclusions and recommendations are found in 
Chapter 39. 


In considering the problems of lessee turnover and our price recom- 
mendations, it was apparent that some changes in the licensing procedures 
would be helpful and would support the other recommendations we are making. 
Our licensing recommendations are contained in Chapter 51 Item (6). 


Rural gasoline outlets have some special problems which are peculiar 
to them. The change in The Fuel Oil Tax Act permitting farm trucks to 
use purple gasoline on highways had a serious impact on rural service stations. 


The right to use tax free gasoline on the highway is a valuable privilege 
as it enables the user to purchase gasoline for approximately 20c a gallon less 
than the price paid by other motorists. It is in the public interest that such 
a right should only be used by those who are properly entitled to it. We 
recommend some changes in the administrative procedures for purchasing 
tax exempt gasoline and farm license plates which should help to reduce 
the illegal use of purple gasoline. 


Summary of Recommendations 


In summary the following are the major recommendations of the Com- 

mittee: 

(a) as a preventative measure to help reduce the rate of lessee turnover 
and to reduce the loss of lessee investment, — the provision of es- 
sential information to prospective lessees in a service station prospectus; 

(b) to provide the service station lessee with reasonable security for his 
investment and his business operations, — by requiring a five year 
lease which is not terminable except in designated circumstances; 

(c) as a solution to some problems of the continuing operator, whether 
lessee or Owner, — a service station operator’s Bill of Rights to 
afford him some freedom of enterprise and a measure of protection 
against the arbitrary actions of oil companies which now vitally 
affect his business profits and security; 

(d) as a step toward the solution of discriminatory pricing practices, 
— the prohibition of some oil company practices which create ties 
or eliminate competition, and the removal of some obstacles created 
by oil companies which help to prevent price competition; 

(e) as a solution to the credit problem of agents operating bulk stations, 
— credit to be declared to be the responsibility of the oil company 
where it properly belongs and the bulk agent to be relieved from 
guaranteeing the debts of all of his customers; 
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(f) 


(g) 


(h) 


as a solution to problems in the enforcement of the intentions of 
the Fuel Oil Tax Act, — that persons entitled to the privilege of 
purchasing gasoline which is wholly or partially exempt from tax 
be given a permit which will entitle the holder to make such pur- 
chases and to obtain “F” vehicle licenses where applicable; 


as a step toward improving the usefulness and accuracy of govern- 
ment records, by keeping some records by company rather than by 
industry, and by requiring annual licensing of service station op- 
erators, bulk outlets, wholesalers and refiners 


as a step toward providing the government with more adequate in- 
formation on which to base its decisions, the establishment of a 
continuing organization to conduct economic research and to assemble 
and coordinate information on energy resources and other matters 
affecting the economy of the province 


This report is respectfully submitted. 
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PART 1 


INTRODUCTION 


CHAPTER 1. MARKETS FOR GASOLINE IN ALBERTA 


(1) Population and Income 


In Alberta during the ten year period from 1955 to 1965 


(a) the population increased by 33%, 


(b) personal income increased by 103%, 


(c) per capita income went up by 53% (Chart 1). 


Of the province’s 1,463,000 people, in 1966 


(a) 48 per cent live in Edmonton and Calgary, 


(b) 23 per cent live in smaller communities, 


(c) 29 per cent live in rural areas. 


This uneven population distribution between large urban, small urban, and 
rural areas has both advantages and disadvantages for a company continually 
supplying products and services to all parts of the province. The concentration of 
population around Edmonton and Calgary provides large metropolitan markets 
that are relatively easy to serve, while the rural and small scattered markets pose 
some transportation and distribution difficulties. 


Edmonton and Calgary now account for 48 per cent of all retail gasoline 
volume in the province. 
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CHART 1 


POPULATION AND INCOME 
ALBERTA 1955 - 1965 
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SOURCE: ALBERTA BUREAU OF STATISTICS 


(2) Motor Vehicle Registrations 
In Alberta during the ten year period from 1955 to 1965 


(a) motor vehicle registrations went up by 68% and passenger cars 
by 79% (Chart 2), 


(b) consumption of gasoline in Alberta has increased by 52%, as is shown 
in the following table: 








000 Gals. 000 Gals. % 
1955 1965 Increase 
Taxable Gasoline ===.) 2 eer eee 203,120 335,857 65% 
Non-taxable Gasoline* (2. eee 97,548 120,593 24% 
Total “Gasoline —22 23 2 eee ee 300,668 456,450 52% 


* Principally gasoline sold in the farm market. 
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CHART 2 


MOTOR VEHICLE REGISTRATIONS 
ALBERTA 1955- 1965 
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(3) Three Basic Markets 
There are three basic markets for gasoline in Alberta: 


(a) Automotive ___..-__ 8 AR A ae te + ale tency an 56% 


Motorists purchase 56 per cent of all gasoline from dealers 
operating 3,139 retail outlets, 








(b) Farm _____ oe Ju ot ee 32% 
Farmers purchase 32 percent from 1,140 bulk agents or farm 
dealers, 

(c) Industrial/Commercial _.=§ 2.224 4 132 





Governments, contractors, industries and commercial firms 
purchase 12 per cent in bulk quantities usually directly from oil 
companies. 





TOU AL aes Ng ie ie cee _. 100% 
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CHART 3 


VOLUME _OF GASOLINE SALES 
CLASSIFIED BY TYPE OF MARKET - ALBERTA 1965 
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SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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CHART 4 


GROWTH OF ALBERTA MOTOR GASOLINE MARKET 
1955 COMPARED TO 1965 
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Growth in gasoline demand has been largest in the automotive or passenger 


car market, served by service stations and other retail dealers as illustrated 
in Chart 4. 
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CHAPTER 2. HISTORICAL DEVELOPMENT OF GASOLINE 
MARKETING 


Before the advent of the automobile, gasoline was relatively unimportant, 
being used mainly for cleaning. Pending the development of an automotive demand 
for gasoline, all refiners faced the problem of disposing of an expanding volume of 
gasoline, a by-product of increases in kerosene and fuel oil production. 


The first automobiles were produced at the turn of the century, but their small 
numbers originally did not make any impact on the distribution systems of the re- 
finers. The total U.S. motor vehicle registration in 1899 was only about 8,000. By 
1907 there were 143,000; in 1911 640,000; 1919 7.6 million. The growing 
importance of motor fuel brought rapid changes in the physical methods and 
facilities for the distribution of gasoline. Initially, existing kerosene outlets such as 
grocery stores, hardware dealers, and drugstores added gasoline to their product 
line, while other retail outlets such as bicycle shops, implement dealers, and general 
repair shops also began to distribute motor fuel. As the automotive demand for 
gasoline increased, it became increasingly apparent that there was a need for better 
means of storing and dispensing gasoline. Storage tanks were moved to the front 
of the shops and with the development of the gasoline pump in 1911, the barrels 
or open tanks were put underground to reduce danger of fire and evaporation. 


Since the early automobile spent much of its time in repair shops, garages 
emerged as important sellers of gasoline. Because of their strong market position, 
garages were able to command special discounts and charge high prices. Further, 
they were able to blame motor trouble and poor repair work on “inferior” gaso- 
line, much to the dismay of many in the oil industry. In 1919, an official of Stan- 
dard Oil of Indiana summed up the feeling of many in the industry when he called 
the garageman a “parasite”, and added that the customer would be better off with- 
out his service as a gasoline retailer. 


As a result of the dissatisfaction with the existing retail outlets, by both the 
motorist and producer, a more efficient and economical outlet emerged. Many 
motorists began driving to bulk plants for their gasoline. However, as the retail 
business expanded, bulk stations found that it began to interfere with their opera- 
tions. It became obvious that there was a profitable opportunity for retail specialists 
in gasoline. 


Standard Oil of California established a “drive-in filling station” in Seattle in 
the Spring of 1907, thus beginning the race to build filling stations which has con- 
tinued to this day. Imperial Oil opened the first Canadian station at Vancouver in 
1908. By the end of the First World War, 85% of all gasoline sold was retailed 
through filling stations and garages. 


The operators of filling stations soon became aware of the additional profit 
potential available if they also provided services and products required by 
the motoring public. Service stations were developed, and they soon found them- 
selves in the same dominant position as were the garages in the initial stages of the 
development of the industry. There was a major difference, however; the early 
garages were all independent; the service stations which succeeded them were to 
a great degree controlled by the gasoline producer. 


The problems in the relationships between oil companies which produce gaso- 
line and the operators of service stations who retail gasoline are the subject of this 


enquiry. 
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PART 2 
MANUFACTURE SUPPLY & DISTRIBUTION OF GASOLINE 


CHAPTER 3. REFINING DIVISION (INTEGRATED OIL CO.) 


(1) Refining 


Four “cartel” subsidiaries are the only companies engaged in refining in 
Alberta, and they operate six refineries. 


Two other marketers operate refineries in neighboring provinces near our 
borders which supply a relatively small portion of our consumption. For instance 
the refinery at Taylor Flats, B.C. which is a source of supply for the Peace River 
Block, sells less than 4% of our requirements. 


Virtually all gasoline sold in the province comes from these refineries as only 
0.2% is imported from the U.S. 








Table 1. 
Refineries, Province of Alberta, 1965 
i‘ ie ones Nominal Refy. Estimated 
Cartel” Subsidiaries Capacity Thruput 
Ownership Location Established Bbls./Day Bbls./Day 
Imperial Oil Calgary 1923 17,500 16,300 
Edmonton 1948 30,000 30,700 
British American Calgary 1939 9,000 11,200 
Edmonton 1951 12,600 11,900 
Texaco Edmonton 1951 15,000 13,700 
Shell Oil Bowden 1960 4,000 4,200 
88,100 88,000 


Refineries in Neighboring Provinces 


Pai Nominal Refy. Estimated 

Other Refineries Capacity iran 

Ownership Location Established Bbls./Day Bbls./Day 
Pacific Taylor Flats, B.C. 1957 6,300 6,400 
Husky Lloydminster, Sask. 1947 5,200 5,000 


Note: 1. One barrel is equivalent to 35 Imperial gallons. 
2. Refinery throughput can exceed the nominal capacity by changing the type of crude and the 


method of operation. 


Source: Gasoline Marketing Enquiry Records. 
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(2) Refinery Supply Areas 
As a rough generalization 


(a) the refineries of three “cartel” subsidiaries supply marketers in the 
southern part of the province up to and including Red Deer, 


(b) the refineries of three “cartel” subsidiaries located in Edmonton supply 
marketers in the central portion of the province North of Red Deer and 
South of the Peace River Block, 


(c) the Taylor refinery is a source of supply in the Peace River Area. 


The lines designating the supply boundaries on Chart 5 are not fixed, but vary 
to accommodate the demand, the capability of each refinery to supply, and changes 
in transportation costs. 


Refining is a continuous joint-product process, and gasoline is one of the more 
important products produced simultaneously from the one raw material, crude oil. 
Within certain limits a refinery may vary the quantity and quality of the products 
it produces from any one type of crude oil. 


A characteristic of refining is the wide difference in operating costs per barrel 
(including both fixed and variable) between a large refinery and a small one. In 
ratio, operating costs fall as the size of the refinery increases. A small refinery with 
higher operating costs and lacking economies of scale is able to compete most 
effectively if it locates in an area remote from larger refineries which then face high 
transportation charges in moving products into that area. 
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CHART 5 


REFINERY SUPPLY AREAS — ALBERTA 
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(3) Refinery Sales 


A substantial portion of the production of many refineries is disposed of by 
exchanges or transfers of product between various “cartel” subsidiaries or other 
integrated oil companies, e.g. a B.A. refinery may deliver to Shell marketing at one 
location in exchange for a Shell refinery delivering to B.A. marketing at another 
location. As such exchanges may involve different marketing regions they are 
usually handled by the “refinery sales” staffs who are usually located in the 
Canadian head office of the “cartel” subsidiary or other integrated oil company. 


The gasoline produced by a particular refinery is largely disposed of in three 
ways as shown on Chart 6. 
(a) by transfer to its own marketing division; 
(b) by exchange to the marketing divisions of other integrated oil companies 
in accordance with product exchange agreements between the 
companies; 


(c) by sale to independent wholesalers or jobbers. 


CHART 6 


REFINERY DISPOSITIONS OF GASOLINE 
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(APPROXIMATE RANGE) 


When the refining division of one integrated company is producing refined 
products for the marketing division of another integrated company, it is not always 
practical to do this by way of product exchanges, so there are variations in the 
forms of contract used, which are illustrated in Chart 7. 


For instance B.A. might be the owner of crude and request the refining divi- 
sion of Imperial to process the crude on its behalf. In such a case there would be a 
processing agreement whereby Imperial would refine B.A.’s crude for a processing 
fee of so many cents per gallon. B.A. as the owner of a certain number of gallons 
of crude continues to be the owner of the resulting gallons of refined product, and 
in such a case there is no “sale” either of crude or of refined products. 
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CHART 7 


CHANNELS OF DISTRIBUTION 


FROM REFINING DIVISIONS OF INTEGRATED COMPANIES-ALBERTA 1965 
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SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 


In another type of transaction the integrated company which desires to acquire 
refined products contributes neither crude oil nor refining facilities, yet it does not 
go through the form of purchasing refined products. For instance if Imperial owns 
crude oil and refining facilities in a particular location where Shell requires refined 
products, the parties may enter into two agreements, — 

(a) an agreement to purchase condensate; and 

(b) a processing agreement to process the condensate into fully refined 

products. 

The condensate is the result of partially refining crude oil and no physical 
delivery is taken by the purchaser at that stage. It simply remains in the towers 
and pipes of the refinery and the processing is continued under the processing 
agreement to produce the fully refined products delivered to the purchaser. As this 
is a sale of partially refined products, plus a processing agreement to finish the 
refining for a processing fee of so many cents per gallon this isn’t a “sale” of refined 
products which can be readily compared in price with other “sales” of refined pro- 
ducts even though one company such as Imperial provided both the crude and the 
refining facilities and Shell as purchaser acquired nothing but refined products. 

In addition to transactions between different companies such as those 
described, refineries belonging to the same company ship partially refined products 
from one to another which contributes to the most efficient utilization of both raw 
materials and refining facilities. For instance, an Edmonton refinery may ship sub- 
stantial volumes of semi-finished products to an Ontario refinery of the same 
company for further processing. 
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CHAPTER 4. MARKETING DIVISION (INTEGRATED OIL CO.) 


(1) Sources of Products 
A marketing division acquires most of its gasoline in one of two ways:— 
(a) by transfer from a refinery of its own refining division, 


(b) through exchanges, or processing agreements, etc., from the refineries 
of other integrated oil companies in accordance with product exchange 
agreements, or processing agreements between the companies. 


A marketing division of an integrated oil company performs the functions of 
a wholesaler, taking delivery from the refining division or manufacturer, and 
delivering to retailers or others entitled to buy at wholesale as illustrated in 
Chart 8. 
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(2) Transportation 


_ The marketing division determines the transportation method to destination 
which depends on the most efficient and economical carrier. The principal trans- 
portation methods are: 


(a) large tank trucks, travelling by highway (6,400 gals) 
(b) tank cars, travelling by rail. 
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The method of delivery depends on railway and highway connections and the 
relative economics. If the person receiving the delivery can accept full tank truck 
volume, is within 100 miles of a refinery, and there is a good highway connection 
he may be supplied by tank truck. Most service stations meet these requirements 
sO a majority of service stations are supplied by tank truck deliveries direct from 
the marketing division. Tank truck deliveries may also be made directly by the 
marketing division to the storage of bulk agents, and to the storage of large indus- 
eet and commercial consumers, any of whom are within reasonable range of the 
refinery. 


Generally if the point of delivery is further than 100 miles from the refinery, 
or if highway access is difficult and railway access is good, then the delivery will 
be to storage facilities that can be supplied by railway tank car. Such storage facili- 
ties are usually those operated by a bulk agent, or may belong to large industrial 
or commercial consumers. 


(3) Channels of Distribution and Sale 


The channels of distribution and sale within a Marketing Division vary 
according to the volume the customer wants to purchase and the distance from the 
refinery supply point where the purchaser takes delivery. 


Depending on circumstances various consumers may buy at various levels, 
purchasing directly from: 


(a) a marketing division, or 
(b) a bulk agent, or 


(c) a retail dealer or farm dealer. 


The channels of sale may not always correspond with the channels of physical 
distribution. The various channels of distribution and sale are shown on Chart 9. 


A large industrial consumer taking a bulk quantity for delivery near to the 
refinery may buy from the marketing division and receive delivery from the 
marketing division. The same consumer taking a similar quantity for delivery in a 
more remote area may buy from the marketing division and receive delivery from 
a bulk agent. Industrial consumers requiring smaller quantities may buy from a 
bulk agent, and take delivery from that agent. 


A large service station in the same city as a refinery buys from the marketing 
division and takes delivery from the marketing division without the intervention 
of a bulk agent. A similar size of service station in a location remote from a refinery 
may buy from a marketing division and take delivery either directly from the mar- 
keting division or through a bulk agent. Small retail outlets in remote locations 
may buy from a bulk agent and take delivery from that agent. 
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CHART 9 
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CHART 10 


CHANNELS TO THE THREE MARKETS 
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(4) Channels to The Three Markets 


The Automotive Market, the motorist, is supplied only at the retail level by 
service stations or other retail outlets, which deliver to the tank of the motorist’s 
vehicle. 


The Farm Market is supplied by small bulk deliveries, made by a bulk agent 
or by a Farm (Retail) Dealer, and deliveries are in barrels or by tank truck into 
small storage tanks. 


The Industrial Commercial Market is supplied by larger bulk deliveries, made 
directly by the marketing division or by a Bulk Agent into larger storage tanks. 
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(5) Sales Organization 


The major integrated oil companies each use a division known as the 
“marketing division” to sell and distribute their products and in each company the 
organization of this division is similar. 


There is a manager of the marketing division whose responsibility is market- 
ing throughout Canada, and he and his staff are located in the Canadian head office 
of the Company. 


Canada is divided into “regions” where the products required and the econo- 
mics of distributing them have many features in common. The major marketers 
appear to have large regions such as an Atlantic region, a Quebec region, 
an Ontario region, a Prairie region, and a Pacific region. There is a regional mana- 
ger in charge of marketing in each region supported by a large staff. 


Within each region a portion of the sales staff will be responsible for direct 
sales by the marketing division to its own customers such as governments, the 
larger commercial and industrial accounts, and other large volume customers. An- 
other portion of the sales staff is responsible for the re-sale sales such as sales to 
service stations which are purchasing for re-sale to the motorist as the ultimate 
consumer. 


Each region may be further subdivided into districts with district managers 
and areas with area managers in charge of each. 


The sales area for which each area manager is responsible will be divided into 
Sales territories with a sales representative in charge of each territory. 


The sales representative performs two roles, that of salesman, and that of super- 
visor and inspector. As a salesman he 


(a) sells petroleum products and other merchandise to the dealer, 


(b) introduces new products and retailing methods to the dealer and assists 
in the improvement of product knowledge and retailing skills, 


(c) assists the dealer with local sales promotion, 
(d) arranges for the dealer’s participation in company sponsored promo- 
tions and advertising. 
As a supervisor and inspector for the oil company, the representative 


(a) assists the dealer by offering business counselling and analysis and 
advising respecting the use of yardsticks to measure efficient service 
station operation, 


(b) acts as a channel of communication from the company to the dealer 
and from the dealer to the company, 


(c) makes recommendations as to hours of opening and assists with 
applications for extended hours, 


(d) encourages the dealer to strive for approved standards of housekeeping, 


(e) inspects the premises to check the observance and enforce the perform- 
ance of provisions of various agreements such as the advertising that 
may be displayed, the products that may be offered for sale, and other 
restrictions, 


(f) advises the dealer of rental increases proposed by the oil company and 
obtains the dealer’s signature on new or revised leases and other 
agreements, 


(g) appraises the attitude, skills, housekeeping and performance of dealers 
and reports to the company; and 


(h) checks the activities of competitors within his sales area and advises 
his company. 


Page 86 Part 2 


CHART 11 


TYPICAL SALES ORGANIZATION 
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As a salesman the sales representative 
(a) is responsible for a sales territory, and 


(b) sells to all retail outlets in his sales territory. 


As a supervisor and inspector for his oil company the sales representative 
(a) is the channel of communication from the company to the dealer; 
(b) enforces company policies and contracts with the dealer. 


The sales representative may also make recommendations on a number of 


subjects where decisions may be made by the area sales manager or other company 
officials. He may make recommendations on such matters as 


(a) the appointment of new dealers, 


(b) the termination of leases or franchises of dealers whose performance is 
unsatisfactory; and 


(c) the acquisition or establishment of new outlets in his sales territory. 
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The size of the territory of a sales representative and the number of stations 
it contains varies within companies and as between companies. One sales represen- 
tative may have a small urban territory with as few as ten large stations that are 
close together so that he can call on all of them each week. Another sales represen- 
tative may have a large sparsely populated rural territory with as many as eighty 
widely separated outlets each having a small volume, so that he calls on the larger 
volume ones about twice a month, and the smaller ones two to four times per year, 
and some not at all. 


If the oil company has problems with a particular outlet it is possible for the 
sales representative and his area manager to devote more of their time to that out- 
let during the problem period and it may be called upon daily. 


The service station operator’s main contact with the oil company is the sales 
representative. 


In relationships between oil companies and their service station operators, it 
is obvious that the training, background, and attitudes of the sales representative 
may have a very important bearing. An inferior sales representative who fails to 
properly interpret his company’s policies, or is more extreme than his company 
has authorized him to be, can create many problems for the operators within his 
territory. Operators have difficulty distinguishing whether the representative is 
speaking in his role as a salesman, or in his role of enforcing company policy. 


For instance, some service station operators complained that they were re- 
quired to carry a greater stock of some items of merchandise than they wished to 
buy or stock. Upon examining the operator’s lease it was found to contain a clause 
reading “...the lessee shall conduct the filling and service station business on the 
demised premises . . . in accordance with the instructions of .. . the oil company 
... With respect to... completeness and sufficiency of stock-in-trade carried...” 
The operator was unable to tell whether the sales representative was simply trying 
to make a sale, or whether he was communicating oil company policy on 
“sufficiency of stock-in-trade carried” that the operator was bound to follow. 


One company advised that the average tenure of its sales representatives was 
five years, some having been employed for only a few months and others for several 
years. 


Page 88 Part 2 


CHAPTER 5. DISTRIBUTION OUTLETS 


(1) Independent Wholesalers 


An independent wholesaler performs some of the functions performed by the 
marketing division of an integrated oil company. Wholesaling of gasoline requires 
a relatively small investment and this attracts smaller companies and individuals 
who see an opportunity through specialization or by serving a particular segment 
of the market. They purchase their requirements of petroleum products from re- 
fineries belonging to “cartel” subsidiaries or other integrated companies, and they 
resell sometimes through their own private brand retail outlets or to small distribu- 
tors, or to independent retailers or directly to consumers. U.F.A. Co-operative, 
Mohawk Oil Co. Ltd. and Supreme Oil & Gas Ltd. are examples of wholesalers 
who resell through their own private brand retail outlets. 


Woodward’s and Simpsons-Sears are examples of wholesalers who buy for re- 
sale through their various department store and shopping centre locations. 


There are less than 100 small retailers or small distributors who buy at whole- 
sale and they collectively market only a small proportion of the total volume. 


(2) Bulk Agencies 
Bulk agents perform two functions: 
(a) the handling, storage and distribution function; 


(b) the sales and distribution function. 


Each particular bulk agent may perform one or more of these functions, The 
bulk agency has large storage tanks. It receives bulk deliveries by tank car or tank 
truck, and keeps on hand various kinds and grades of petroleum products. 
It supplies retail dealers who take delivery in bulk such as service stations and 
farm dealers, and it supplies consumers who take delivery in bulk to their own 
storage such as industrial and commercial consumers and farm consumers. 


The bulk agents who are located close to refineries, such as those in or near 
to Edmonton and Calgary, are primarily responsible for the smaller sales and de- 
liveries to industrial and commercial consumers and to farm consumers, as the 
larger deliveries in such areas do not need to go through their hands because they 
go by large tank truck directly to the service stations and to the large industrial and 
commercial consumers. 


In areas more remote from the refinery, supplies of product are maintained in 
the storage operated by a bulk agent and he is more likely to handle deliveries to 
service stations and to large industrial and commercial accounts as well as the 
smaller deliveries and sales. The bulk agent may have one or more trucks. His 
larger volume deliveries to retail dealers, farm dealers and large commercial 
consumers would be by larger tank truck and smaller deliveries to farm consumers 
and smaller industrial or commercial consumers would be in small tank trucks 
(1,000 to 1,600 gallons). 


The bulk agency is normally owned by the oil company and operated by a 
commission agent who may be remunerated by three types of commissions: 

(a) a handling commission, 

(b) a sales commission, 

(c) a cartage commission, for deliveries involving unusually long hauls. 
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A bulk agent performing the handling and distribution functions would 
receive and store petroleum products, distribute them to service stations and to 
farm dealers and to commercial or industrial consumers on the instructions of the 
oil company, and would be remunerated by handling commissions and cartage 
commissions. 


A bulk agent who sells in bulk to retailers, farm dealers, farmers and com- 
mercial and industrial accounts, is remunerated by sales commissions. 


(3) Farm Dealers 


The Farm Dealer is a retailer to the Farm Market. He normally obtains pro- 
ducts from a bulk agent. He sells to individual farm customers and has a small 
tank truck with which he makes deliveries to farm storage. He performs a selling 
and distribution function and is usually remunerated by a sales commission. 


(4) Retail Outlets 


Retail outlets for automotive gasoline can be broadly classified into two 
categories: 


(a) service stations; and 
(b) other businesses with some gasoline sales. 


The business which an ordinary person pictures when the word service station 
is mentioned is one in which more than 50% of total sales consist of gasoline and 
other petroleum products. 


Other businesses which have some gasoline sales amounting to less than 50% 
of their total sales would include automobile dealerships, implement dealers, park- 
ing garages, rural general stores, etc. 


The average motorist, and consequently the average citizen has sufficient im- 
pressions about service stations and other outlets retailing gasoline that no further 
generalized description is required here. Details of the service station business and 
the problems of its operators will be dealt with more fully in subsequent chapters. 
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PART 3 


CLASSIFICATION OF RETAIL GASOLINE OUTLETS 
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PART 3 


CLASSIFICATION OF RETAIL GASOLINE OUTLETS 


CHAPTER 6. CLASSIFICATION OF OUTLETS 
Gasoline is retailed through many types of outlets. The Committee attempted 
to classify these outlets and has used three principal classifications as follows: 
1. Classification by Brand of Gasoline; 
2. Classification by Type of Ownership and Operation; 


3. Classification by Nature of Business Opportunity. 


Each of these three broad classifications can be further sub-divided as follows: 


(1) Classification by Brand of Gasoline: 


(a) “Cartel” brands, being outlets for the subsidiaries of the gigantic inter- 
national oil companies, referred to as the “Cartel” selling under the 
brand names: Esso, B.A., Royalite, Texaco, Shell and Chevron; 


(b) Other brands, being outlets for other fully integrated independent oil 
companies selling under brand names such as Husky, Pacific, and 
Federated Co-operatives; 


(c) Off-brands, being outlets for off-brand marketers, who are wholesalers 
and usually not refiners or fully integrated oil companies, selling under 
brand names such as Simpsons-Sears, Woodward’s, U.F.A. Co-op., 
Mohawk, Supreme, and about 75 others having only one station or a 
few stations. 
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CHART 12 


NUMBER OF RETAIL OUTLETS BY BRAND 
SHOWING PERCENTAGE OF OUTLETS BY COMPANY - ALBERTA 1965 
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(2) Classification by Type of Ownership and Operation 








(a) Lessees, being service station operators who rent their business 
premises from oil companies which own them or hold a head lease; 
(includes operators who hold as lessees under cross leases) 

(b) Owners Financed, being the owners of their retail business premises 
who have borrowed from an oil company and granted security by way 
of mortgage on their business premises; (does not include owners who 
have become lessees under cross leases) 

(c) Owners Not Financed, being owners of their own retail business 
premises not mortgaged to an oil company; 

(d) Commission Agents, being service station operators who occupy premi- 
ses belonging to an oil company who are remunerated by commissions 
based on their volume of sales; 

(e) Employees, being service station operators occupying a service station 
belonging to an oil company, who are employees of the oil company 
and remunerated by salary. 

Table 2. 
Retail Outlets by Type of Operation 

Number Percent 
LST S) Gas He Rr aby eee ol ee RO 1,201 38.3% 
Ol er sae FINANCE ee nse eee eee 416 13.3% 
Ownerss——a Notsbinanced -2 9 2) ee 1,285 40.9% 
COmmissiOnwAReMtS! ee 13 0.4% 
EX DIOYCCSwen eee et ee It 10 0.3% 
SUDB LO algpeeueerey et ois eR 2A Cie Semmens ees 22925) 93.2% 
Off Brand Not Classified by Type of Operation = 214 6.8% 
GCE, SSS 2, ee Oe ee ee A eT 3,139 100.0% 














Source: Gasoline Marketing Enquiry Records. 
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CHART 13 


RETAIL OUTLETS BY TYPE OF OPERATION 
ALBERTA 1965 
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(3) Classification by Nature of Business Opportunity: 


(a) 


(b) 


Chapter 6 


Service Stations, being retail outlets where more than 50% of gross 
sales are sales of gasoline. The service station classification can be fur- 
ther sub-divided by location and by sales ratios of gasoline sales to 
other sales as follows: 


(1) 


(2) 


(3) 


(4) 


(5) 


Highway service stations, located on main 
highways where the majority of customers 
require gasoline, and there is relatively 
little demand for other merchandise or for 
repairs, resulting in a sales ratio of 
approximately ope ee Lae 





Urban highway stations, having mixed 
highway and urban traffic, or open 24 
hours have more opportunity to sell 
merchandise and repair services so they 
would commonly experience a sales ratio 
of approximately 2 





Urban arterial stations, located on a 
major traffic artery in an urban area nor- 
mally have a sales ratio of approximately 


Urban neighborhood stations, have the 
greatest opportunity to sell merchandise 
and repair services where the normal sales 
ratio is approximately o_o he 





Rural service stations, located in rural 
areas to serve local residents, with wide 
variations between areas, but usually low 
gross sales, of which a larger percentage is 
other merchandise and repairs 


Gasoline 
Sales 


90% 


75% 


710% 


65% 


Other 
Sales 


10% 


25% 


30% 


35% 


Other business with some gasoline sales, being retail businesses where 
less than 50% of total sales are gasoline sales, including such 
businesses as: 


(1) 
(2) 
(3) 
(4) 
(5) 
(6) 


(7) 


Automobile dealer with gasoline sales; 
Implement dealer with gasoline sales; 
Parking structure with gasoline sales; 
Service garage with gasoline sales; 


Car wash with gasoline sales; 


General store, coffee shop, motel or other business with gasoline 


sales; 


Bulk agent with some retail gasoline sales. 
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Table 3. 
Classification of Retail Gasoline Outlets 


By Type of Ownership By Business 
By Brand and Operation Opportunity 
“Cartel” Brands Service Stations 
Esso Lessee Highway Service 
B.A. Owner, financed Urban Highway or 24 hour 
Royalite Owner, not financed Urban Arterial 
Texaco Commission Agent Urban Neighborhood 
Shell Employee Rural Service 
Chevron 


Other Brands 


Other Businesses 
With Some Gas Sales 


Husky Auto Dealer 
Pacific Implement Dealer 
Federated Co-Op Parking Structure 
Service Garage 
Off Brands Cari Wach 
Simpsons-Sears General Store, etc. 
Woodward’s 
U.F.A. Co-Op 
Mohawk 
Supreme 
75 others 
Each retail gasoline outlet 
should be classified somewhere 
in all three classifications 

e.g. a station may be classified as: 

(a) Esso brand, 

(b) Lessee operated, and 

(c) Highway Service Station 

another station may be classified as: 

(a) Chevron brand, 

(b) Employee operated, and 

(c) Urban neighborhood. 

Souree: Gasoline Marketing Enquiry Records. 
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CHAPTER 7. NUMBERS, PERCENTAGES, AND GALLONAGE 
OF CLASSIFIED OUTLETS 


The retailing of gasoline is dominated by outlets of the “cartel” subsidiaries. 
Classifying Alberta’s 3,139 retail outlets by brand, 

(a) 2,761 are “cartel” brand; 

(b) 164 are “other brands”; 

(c) 206 are “off brands”; 


(d) 8 are department stores. 


The percentage of the volume sold by retail outlets classified by brands is 


? 


(a) 86.5% by “cartel” brands; 
(b) 4.8% by “other brands”; 
(c) 6.8% by “off brands”; 


(d) 1.9% by department stores. 


Over 3,000 of the retail outlets are “tied” to marketing a particular brand of 
gasoline and are restricted from purchasing from any other marketer. 


Less than 100 outlets, most of which have relatively small volume and do not 
sell under a familiar trade name, are owned by completely independent persons or 
companies free to buy where they choose. 


Retailing of gasoline has attracted independent owners because of the smaller 
investment required. However, most of such owners have failed to preserve their 
complete independence for very long. 


When classifying outlets by type of ownership and operation, as a broad 
general rule, 


(a) the high volume outlets are owned by oil companies and operated by 
lessees; 


(b) owners operate the outlets with the lowest volumes. 


The tables and charts on the following pages illustrate the findings of the Com- 
mittee as to numbers of retail outlets and volumes classified in various ways. 


In the following tables and charts “Cartel” Brand, Other Brands and 
Off Brands include these companies: 


“Cartel’’ Brand Other Brands Off Brands 
Imperial Federated Co-op Mohawk 

B.A. Husky U.F.A. Co-op 
Royalite Pacific Woodward’s 
Shell Simpsons-Sears 
Texaco 75 Sundry Outlets 
Standard (B.C.) 
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CHART 14 


ALL RETAIL OUTLETS 


NUMBER OF OUTLETS COMPARED WITH GALLONAGE SOLD 
CLASSIFIED BY TYPE OF OPERATION ALBERTA 1965 


NUMBER OF OUTLETS 


(39.0%) 
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39.0% OF THE OUTLETS ARE LESSEE OPERATED, 


GALLONAGE SOLD 
(In Millions of Gallons) 
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THE GASOLINE. 
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OUTLETS OPERATED BY LESSEES. (PERCENTAGE OF OUTLETS OPERATED BY OIL COMPANY EMPLOYEES 
AND COMMISSION AGENTS TOO SMALL TO BE SHOWN ON GRAPH) 





(Nt OFF BRAND AND DEPARTMENT STORE OUTLETS 


OUTLETS OPERATED BY OWNER - FINANCED BY OIL COMPANIES 


OUTLETS OPERATED BY OWNER -NOT FINANCED BY OIL COMPANY 


(2) OWNER OPERATED - THOSE FINANCED BY OIL COMPANIES PLUS THOSE NOT FINANCED BY O/L COMPANIES. 


Table 4. 


All Retail Outlets 
Number of Outlets compared with Gallonage Sold, classified by Type of Operation, 


Alberta, 1965 


Number of 

Outlets 
Outlets Operated by Lessees* ..........00............ 1,224 
Outlets Operated by Owner — Financed by 
Oll D@omipam vivir eee sese ee ee 416 
Outlets Operated by Owner — Not Financed 
by iOil \ Comipan yiiiee = ee ae sence 1,285 
Off Brand and Department Stores ............ 214 
Total] Sepa be: eee os eset easeeacneneen ees 3,139 








Percent of 


Total 
39.0% 


13.3% 


40.9% 
6.8% 


100.0% 











* Includes 13 Commission Agents and 10 Oil Company employees. 


Source: Gasoline Marketing Enquiry Records. 
Page 100 


Gallonage 
Sold 


157,251,000 
32,358,000 


45,455,000 
22,372,000 


257,436,000 


Percent of 
Total 


61.1% 
12.6% 











Part 3 


CHART 15 


RETAIL OUTLETS OF ‘CARTEL’ SUBSIDIARIES 


NUMBER OF OUTLETS COMPARED WITH GALLONAGE SOLD 
CLASSIFIED BY TYPE OF OPERATION ALBERTA 1965 


NUMBER OF OUTLETS GALLONAGE SOLD 
(In Millions of Gallons) 











147.7 
(66.3%) 











1123 
(40.7%) 


LESSEES 


LESSEES 


59.3% OF THE OUTLETS ARE OWNER OPERATED, (9) BUT ONLY SELL 33.7% OF THE GASOLINE. 
40.7% OF THE OUTLETS ARE LESSEE OPERATED, BUT THEY SELL 66.3% OF THE GASOLINE. 


OUTLETS OPERATED BY LESSEES. (PERCENT AGE OF OUTLETS OPERATED BY OIL COMPANY 
EMPLOYEES AND COMMISSION AGENTS TOO SMALL TO BE SHOWN ON GRAPH) 


OUTLETS OPERATED BY OWNER - FINANCED BY OIL COMPANIES. 





OUTLETS OPERATED BY OWNER - NOT FINANCED BY OIL COMPANY. 


(0) OWNER OPERATED - THOSE FINANCED BY O/L COMPANIES PLUS THOSE NOT FINANCED BY OIL COMPANIES. 


Table 5. 
Retail Outlets of ‘Cartel’’ Subsidiaries 


Number of Outlets compared with Gallonage Sold, classified by Type of Operation, 
Alberta, 1965 


Number of Percent of Gallonage Percent of 
Outlets Total Sold Total 
Outlets Operated by Lessees* ....000.00...0.2002-. 1,123 40.7% 147,696,000 66.3% 
Outlets Operated by Owner — Financed by 
OUMCOM DANI sce eee iv nas owns cease hee Seswe e 403 14.6% 31,092,000 14.0% 


Outlets Operated by Owner—Not Financed 
Dyae Olle Company (eee eek Poses ec cscspcasctovesctonee 1,235 44.7% 43,968,000 19.7% 


Ota Wet et oe acscs PRE EN a csscenacnciasevetioe SRR 2,761 100.0% 222,756,000 - 100% 























* Includes 13 Commission Agents and 8 Oil Company Employees. 
Source: Gasoline Marketing Enquiry Records. 
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CHART 16 


RETAIL OUTLETS OF 'OTHER'’ BRANDS 


‘(INDEPENDENT INTEGRATED COMPANIES ) 
NUMBER OF OUTLETS COMPARED WITH GALLONAGE SOLD 
CLASSIFIED BY TYPE OF OPERATION ALBERTA 1965 


NUMBER OF OUTLETS GALLONAGE SOLD 
(In Millions of Gallons) 


EESSEES 










“101 
(61.6%) 


LESSEES 






38.4% OF THE OUTLETS ARE OWNER OPERATED, (°) BUT ONLY SELL 22.4% OF THE GASOLINE. 
61.6% OF THE OUTLETS ARE LESSEE OPERATED, BUT THEY SELL 77.6% OF THE GASOLINE. 


OUTLETS OPERATED BY LESSEES. (PERCENTAGE OF OUTLETS OPERATED BY OIL COMPANY 
EMPLOYEES AND COMMISSION AGENTS TOO SMALL TO BE SHOWN ON GRAPH. 


OUTLETS OPERATED BY OWNER - FINANCED BY OIL COMPANIES 


OUTLETS OPERATED BY OWNER- NOT FINANCED BY OIL COMPANY. 





(9) OWNER OPERATED - THOSE FINANCED BY OIL COMPANIES PLUS THOSE NOT FINANCED BY OIL COMPANIES. 


Table 6. 
Retail Outlets of “Other” Brands (Independent Integrated Companies) 


Number of Outlets compared with Gallonage Sold, classified by Type of Operation, 
Alberta, 1965 














Number of Percent of Gallonage Percent of 
Outlets Total Sold Total 
Outlets Operated by Lessees* .u..0.....c. 101 61.6% 9,555,000 77.6% 
Outlets Operated by Owner — Financed by 
Ol Company 2 eee ee ne es ee 13 7.9% 1,266,000 10.3% — 
Outlets Operated by Owner—Not Financed 
by” OllCompany, S222 ees ee 50 30.5% 1,487,000 12.1% 
OCA PEE scxsseesnusuctasteeseee Ree ea Sane ce eee 164 100.0% 12,308,000 100.0% 








* Includes two Oil Company Employees. 
Source: Gasoline Marketing Enquiry Records. 
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CHART 17 


NUMBER OF RETAIL OUTLETS 
CLASSIFIED BY TYPE OF OPERATION AND BRAND - ALBERTA. 1965. 








1250 1235 










PERCENTAGE OF OUTLETS OPERATED BY 
OIL COMPANY EMPLOYEES AND COMMISSION 
AGENTS TOO SMALL TO BE SHOWN ON 
GRAPH 


1000 











” 
| al 
Ww 
z 
= 750 
° 
we 
°o 
a 
Ww 
ca 
= 
= 
z 
500 
2H) 206 
‘CARTEL’ BRAND OTHER BRAND OFF DEPT. | 
OUTLETS OUTLETS BRAND Dert..| 
a OUTLETS OPERATED BY LESSEES. 
OUTLETS OPERATED BY OWNER: FINANCED BY OIL COMPANIES. 
OUTLETS OPERATED BY OWNER- NOT FINANCED BY OIL COMPANY. 
A OFF BRAND OUTLETS 
Lo DEPARTMENT STORE OUTLETS 
Table 7. 
Number of Retail Outlets classified by Type of Operation and Brand, Alberta, 1965 
“‘Cartel’’ Other Off Department 
Brand Brand Brand Store Grand 
Outlets Outlets Outlets Outlets Total 
Outlets Operated by Lessees ............ 1,102 99 1,224* 
Outlets Operated by Owner — 
Financed by Oil Company ................ 403 13 416 
Outlets Operated by Owner — Not 
Financed by Oil Company ................ 1,235 50 1,285 
Outlets Operated by Commission 
AOTC coe ee sone is 13* 
Outlets Operated by Oil Company 
KMPlOVe@: css tiectn ets ERIE 8* 2% 
Outlets Not Classified by Type of 
Operation ML 2e.. cee ARS 206 8 214 
otale Outlets! a szcex ccs erncessvosscrcseresese 2,761 164 206 8 3,139 








* Commission Agents and Employees Grouped in with Lessees in the Grand Total. 
Source: Gasoline Marketing Enquiry Records. 
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CHART 18 


VOLUME OF RETAIL GASOLINE SOLD BY BRAND 
ALBERTA 1965 


OFF BRANDS 17,621,000 GALLONS 
(6.8%) 
OTHER BRANDS 
12,308,000 GALLONS (4.8%) 









DEPARTMENT STORES 
4,751,000 GALLONS (1.9%) 


SS 








OFF BRANDS AND 








‘CARTEL’ BRANDS ‘OTHER’ BRANDS DEPARTMENT STORES 
Table 8. 

Volume of Retail Gasoline Sold by Brand, Alberta, 1965 
Gallonage Percent 
“Cartel”? Brands .... 222,756,000 86.5% 
Other Brands 12,308,000 4.8% 
Off Brands 17,621,000 6.8% 
Department Stores 4,751,000 1.9% 
100.0% 





TOTAL © 5. 255 acstacctvene Suen tora coe Tyger eae asa frac ee 257,436,000 


Source: Gasoline Marketing Enquiry Records. 
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ae CHART 19 


VOLUME OF RETAIL GALLONAGE SOLD 
OUTLETS CLASSIFIED BY TYPE OF OPERATION - ALBERTA 1965 


125 


100 


PERCENTAGE OF OUTLETS OPERATED BY 
OIL COMPANY EMPLOYEES AND COMMISSION 
ee TOO SMALL TO BE SHOWN ON 
GRAPH 


75 


TOTAL GALLONAGE (IN MILLIONS) 


50 


25 






= 


‘CARTEL’ BRAND OTHER BRAND OFF DEPT. 
OUTEETS OUTLETS BRAND STORE 


[__] OUTLETS OPERATED BY LESSEES 
OUTLETS OPERATED BY OWNER FINANCED BY OIL COMPANY 





OUTLETS OPERATED BY OWNER NOT FINANCED BY OIL COMPANY 
LMM «OFF BRAND OUTLETS 
(MMM OEPARTMENT STORE OUTLETS 


ne 








Table 9. 
Volume of Retail Gallonage Sold. Outlets classified by Type of Operation, Alberta, 1965 
Department 
“Cartel’’ Brand Other Brand Off Brand Store 
Gallonage Gallonage Gallonage Gallonage 
Outlets Operated by Lessees* ........ 147,696,000 9,555,000 
Outlets Operated by Owner — 
Financed by Oil Company ................ 31,092,000 1,266,000 
Outlets Operated by Owner — Not 
Financed by Oil Company ................ 43,968,000 1,487,000 
Outlets not Classified by Type of 
Opera tion eee ee ieecseserionetn 17,621,000 4,751,000 
Total Gallonage 222,756,000 12,308,000 17,621,000 4,751,000 





Total Outlet Gallonage: 257,436,000 











* Includes 13 Commission Agents and 10 Oil Company Employees. 
Source: Gasoline Marketing Enquiry Records. 
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CHART 20 













































































































































AVERAGE GALLONAGE SOLD PER RETAIL 593,900 
OUTLET 
OUTLETS CLASSIFIED BY TYPE OF OPERATION - ALBERTA 1965 
150,000 
131,500 
PERCENTAGE OF OUTLETS OPERATED BY 
OIL COMPANY EMPLOYEES AND COMMISSION 
125,000 AGENTS TOO SMALL TO BE SHOWN ON 
GRAPH 
re 
100,000 
3 94,600 ge 400 
oO 
oul 
3 85,500 
Pe) 
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‘CARTEL’ BRAND OTHER BRAND OFF oer. 
OUTLETS OUTLETS BRAND err. | 


fea] OUTLETS OPERATED BY LESSEES. 


a 


OUTLETS OPERATED BY OWNER - FINANCED BY OIL COMPANIES. 





OUTLETS OPERATED BY OWNER - NOT FINANCED BY OIL COMPANY, 
J) oF ex ovrcer 

A DEPARTMENT STORE OUTLETS 

Table 10. 


Average Gallonage Sold Per Retail Outlet. Outlets classified by Type of Operation, 
Alberta, 1965 





“Cartel’’ Brand Other Brand Off Brand Department Store 
Average Average Average Average 
Gallonage Gallonage Gallonage Gallonage 
Outlets Operated by Lessees* ........... ze 131,500 94,600 
Outlets Operated by Owner — a 4 
Financed by Oil Company . 77,200 97,400 
Outlets Diocted by Owner - — Not 
Financed by Oil Company ................ 35,600 29,700 
Outlets Not Classified by .Type of ; 
Opera tlm Per eccccccsecare con erect eee acecine 85,500 593,900 
Average) (Gallonages 2. sos eee 80,700 75,000 85,500 593,900 





* Includes 13 Commission Agents and 10 Oil Company Employees. 
Source: Gasoline Marketing Enquiry Records. 


Page 106 Part 3 


CHART 21 
RETAIL OUTLETS 
CATEGORIZED BY ANNUAL GALLONAGE SOLD 
ALBERTA 1965 














GALLONAGE RANGE LEASED OUTLETS OWNED OUTLETS 
NUMBER % NUMBER _% 
0 - 30,000 131 12% 1079 58% 
30,000 - 60,000 155 14% 379 20% 
60,000 - 90,000 155 14% 152 8% 
90,000 -120,000 162 14% 88 5% 
120,000 - 150,000 122 11% 45 2% 
150,000 -180,000 108 9% 33 2% 
180,000 -210,000 76 7% 26 1% 
210,000 -240,000 58 5% 7 1% 
240,000 -300,000 64 6% 13 1% 
OVER 300,000 91 8% 31 2% 
1122 100% 1863 100% 





240 


DISTRIBUTION DISTRIBUTION 
OF OF 


OWNED OUTLETS 


oud LEASED OUTLETS 


120 


90 


ANNUAL GALLONAGE 
(THOU SANDS OF GALLONS) 
ANNUAL GALLONAGE 
(THOUSANDS OF GALLONS) 


60 


30 





10% 20% 30% 40% 10% 20% 30% 40% 50% 60% 
PERCENT OF OUTLETS PERCENT OF OUTLETS 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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PART 4 
OPERATION OF RETAIL OUTLETS 


CHAPTER 8. THE OPERATOR’S BACKGROUND, RECRUITING 
AND TRAINING 


(1) Background Experience of Operator 


The Committee in its service station questionnaire inquired as to the edu- 
cation and training of the operators it interviewed. 


The answers indicate that it is almost easier to describe operators, not by 
describing the qualifications they have, but rather by listing qualifications they 
do not have. 


The service station operator’s most important role is managing a business 
in which there is a substantial capital investment and a substantial dollar volume 
of sales. Some management training or some business management experience 
would seem to be a most important qualification for an operator. 97.4% of 
all outlets, including 96.8% of lessee operators had no previous management 
training. 

The service station business is concerned with the servicing, maintenance, 
and repair of vehicles. 66.1% of all service station operators including 64.4% 
of lessee operators have not had mechanical training. 


77% of operators had not completed high school. 9.9% of operators 
had no formal education beyond grade 8. 


If you were employing a man to manage a business in which a capital 
investment of $75,000.00 was used, having an expected annual dollar volume 
of sales in excess of $100,000.00, how would you regard the qualifications set 
out above? 


One of the major oil companies in a publication distributed to its dealers ex- 
pressed the idea in this way: 
“A service station handles a lot of money — much more than most people realize. 
For example, a station selling 20,000 gallons a month will handle about $10,000 
monthly — on the average. That’s $120,000 a year, $600,000 in five years, $1,200,000 
in 10 years and $2,400,000 in 20 years. A lot of money! 


Taking care of all that money, using it wisely to operate your business, and having 
enough left as a profit for yourself — that’s what Money Management is all about.” 


In most cases the service station operator is not an oil company employee, 
but is classified by the oil company as “an independent business man.” 


It does not appear that oil companies in selecting lessees to operate service 
stations apply the same standards that they would use if hiring an employee to 
operate the same station. 


It is likely that if the operator were an employee, and oil company money 
was being risked rather than the operator’s, the oil company would never put a 
man with such apparently inadequate training resources in charge of a service 
station business of that magnitude. 


(2) Recruiting Service Station Operators 


In oil company questionnaire No. 5 question 18 requested oil companies to 
outline the procedure they use in recruiting and selecting lessees for service sta- 
tions. The methods used by all oil companies are similar although one oil com- 
pany may place a little more emphasis on one method than another does. 


The recruiting and selection of service station operators is an important 
function of the oil company sales representative. He keeps track of the operators 
in his territory who are experiencing difficulties, he is aware of vacant stations 
and probable vacancies and it is part of his duty to find applicants to fill these 
vacancies as they arise. 


Chapter 8 Page 111 


In general, the oil companies state that names of prospects are obtained in 
one of the following four ways:— 


(a) persons who think they would like to operate a service station may 
get in touch with the oil company to inquire or make application, and 
their names are referred to the sales representative in whose territories 
vacancies exist; 

(b) signs are posted on a service station indicating an operator is wanted 
and applications are received in response to the notice; 

(c) advertisements are published in newspapers and applications are re- 
ceived in response to such advertisements; 

(d) oil company sales representatives are constantly meeting employees in 
service stations who may ultimately wish to operate their own sta- 
tions, they obtain leads from existing operators concerning employees 
who wish to operate their own stations, and they obtain leads from 
associated industries such as tire companies, automotive equipment 
companies, etc. where there are employees who think they would like 
to operate a business of their own. 


Upon receipt of an application or an expression of interest the oil company 
sales representative arranges a personal interview and if he thinks the prospect 
is satisfactory he attempts to sell him on the idea of operating a service station. 


The interview with the sales representative may be followed by a further 
interview with a sales supervisor or the area sales manager, and the company 
does credit and character checks to determine whether the applicant is bondable 
which is usually a requirement. The sales representative has to keep recruiting 
new operators as existing ones terminate so that the outlets in his sales territory 
can be kept open to sell the brand name products of his company to the public. 
His available prospects may not have all of the qualities which would contribute 
toward their success as service station lessees, but there are strong economic 
pressures not to allow a substantial capital investment to lie idle and to keep an 
outlet open for the sale of products if a willing prospect is available even though 
he doesn’t have all of the most desirable qualifications. 


The advertisements published by oil companies to attract prospective les- 
sees appear to concentrate on leaving one or more of three principal impressions, 
namely: 

(a) profits, 

(b) independence, 

(c) ease of entry. 

Express promises are not made, but the implications leave a clear impression. 

We have clipped over thirty advertisements for lessees which were pub- 


lished in Edmonton or Calgary newspapers by six different oil companies, and 
in a few cases a box number was used. 


The vision of profits is stirred by words such as the following extracted 
from various advertisements: 


’ 


“.. . high income potential . . .’ 
“", . proven volume on high traffic artery .. .” 

Cumpusales! nsexcess Ofmo25 0.00000) sme 

“", . on major arterial route, possibility of excellent volumes .. .” 
“'.. profit opportunity .. .” 


“". . you enjoy ... the profits from your own efforts and decisions.” 

“. . . a successful (service station) is now available for the man looking for a career 
opportunity.” 

“. . . $15,000.00 reward . . . with a minimum $4,000.00 investment, a $15,000.00 


annual return can be realized.” 
“... outstanding investment opportunity.” 
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“ 


. . . you can make $10,000 or more a year in your own business.” 


“ 


. . Income opportunity you’ve been looking for!” 


“, .. this new . . . station offers an excellent opportunity for the man who wants 
to... make a good income. Our research indicates strong profit potential.” 

“.. . a wonderful opportunity awaits you . . . earning potential $10,000 to $15,000 
per year.” 

“, . . business opportunity . . . thriving profitable distributorship . . . large proven 
volumes and .. . excellent net returns.” 

“. . . business opportunity . . . good earning potential.” 


“ec 


. . . high volume location available with progressive company.” 
“. . increase your profits.” 

The advertisements are equally glowing about the opportunities for inde- 
pendence and freedom as illustrated by the following quotations: 


“Wanted: ambitious man to run own business . . . if you are ambitious, would 
like to own your own business, run your own show ... But you are your own 
boss. You run your own business . . . you must be ambitious, eager to run 
your own show, hire and control your own staff, get ahead.” 

“Operate your own business . . . be your own boss.” 

“Business opportunity . . . to operate your own service station.” 

“, . . youre the proprietor of your own business. You enjoy independence . . . from 


your own efforts and decisions.” 


“If you are interested in running your own business and investing in a solid 
LItULe pase. 


“ce 


. excellent opening for an independent business man.” 


“ee 


. . excellent opportunity for the man who wants to be in business for himself.” 


“eo 


. this excellent service station investment is available now to the ambitious 
independent business man.” 


The third theme which keeps recurring in many advertisements is the ease 
of getting into the business. The following quotations from advertisements illus- 
trate this: 


“(mame of oil company) will help you with: financial assistance. Complete training. 
Advertising and promotional support.” 


“Further financing is available if required.” 


“Complete training, with pay while you learn. On-the-job guidance to profitable 
management” 


“We offer . . . company sponsored management programs.” 
“Financial assistance can be made available to the right man.” 
“Some capital required.” 


“Minimum capital required. Complete assistance available. Complete training 
program.” 


“Limited capital required.” 
“(Name of oil company) will provide complete training and financial assistance.” 


oe 


. . . financial assistance available to the right person. Full company training 
provided.” 


“Financial and administrative assistance available.” 


“(Name of oil company) could possibly help out in some way. Certainly, we would 
like to. Any way, don’t let lack of capital stop you from phoning us.” 


“No experience necessary. Apply now.” 
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The impressions created in the minds of the Committee from reading these 
adds of profits, independence, and ample training and assistance do not corres- 
pond with the Committee’s impressions from its examination of some hundreds 
of service stations in Alberta. 


The average earnings in all service stations examined by the Committee 
were $6,500.00 per year which is something less than the visions of “high in- 
come potential”, “large proven volumes” etc., and less than half the figure men- 
tioned in some advertisements. 

More than 500 operators were interviewed by the Committee and they were 
practically unanimous that lack of independence and freedom to run their own 
businesses was one of the most important problems they faced. The web of oil 
company contract ties deprived them of the advertised freedom and they are 
prevented from exercising almost every business decision they expected to have 
the opportunity to make. 

A majority of the operators interviewed advised the Committee they had 
received very little if any training or assistance and they felt that much greater 
opportunities for training were needed. 


The advertised attractions are not realized by a majority of operators. 


(3) Lack of Training 

In the opinion of the Committee, lack of training is a factor which contri- 
butes heavily to the business failure of many service station operators. 

In interviews with over 500 operators 89.2% of all outlets, including 
78.9% of lessees stated they had received no formal training from the oil com- 
pany. 

They pointed out that many problems exist for service station operators, 
due directly to their lack of training. 

Many operators do not have sufficient knowledge of bookkeeping or com- 
mon business practices to understand or analyze the financial statements of their 
own businesses. Many operators have expensive cash registers but lack the know- 
ledge to take full advantage of these machines to departmentalize and analyze 
their businesses. 

Many operators who lack prior business experience have no knowledge of 
the principles and problems involved in extending credit to customers. They 
advance credit where there is no need to do so, tie up their capital in accounts 
receivable and needlessly use money that would otherwise be available to improve 
their inventories and eliminate their interest charges. 

Many operators are unaware of the problems of stock control and find they 
have too much dead stock, not enough saleable merchandise, and not enough 
safeguards against theft or loss. 

Many operators have no prior business experience and are faced on com- 
mencement with a bewildering array of documents such as the lease, the fran- 
chise agreement, consignment agreements, equipment loan agreements, etc. In 
unfamiliar contractual relationships, the new operator does not know what is 
normal and what can be bargained for, he may understand the words but not the 
significance of some contract clauses and he winds up by signing everything 
without any real understanding of the extent of his commitments. As his ex- 
perience in the business grows he learns the significance of the various ties and 
has to conform to the restrictions or abandon the business. 

92.3% of all service station operators, including 93.8% of lessee service 
station operators considered a formal training program would be advantageous 
to operators. Of these, 72.6% of all service station operators including 75% of 
lessees stated they would still take such a program if it were available. 

Among the subjects the operators placed highest on the list of items in 
which training was desired 66.4% of all service station operators, including 
64.8% of lessees mentioned business administration, 51.3% of all service sta- 
tion operators including 54.3% of lessees mentioned bookkeeping and account- 
ing, and 35.9% of all service station operators, including 35.1% of lessees men- 
tioned mechanical training. 
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10.8% of all outlets, including 21.1% of the lessees, had received some 
oil company training, usually in courses of two or three days duration. The 
operators who had taken these courses considered they were helpful. Their 
criticism was that the courses emphasized product knowledge, public relations 
and housekeeping, rather than business management which was of most im- 
portance to the operator. 


By comparison with the highly desired subjects for training such as business 
administration mentioned by 66.4% of all service station operators and book- 
keeping and accounting mentioned by 51.3% product knowledge was low on the 
list, being mentioned by only 8.7% of operators. These operators considered that 
the oil company training emphasis was on “product knowledge” which they re- 
garded as a matter of sales promotion as much as a matter of training. 


There are two types of training that an oil company could provide to its 
operators:— 


(a) advance training for the new operator to teach him the essentials of the 
business and to help him to avoid problems which most frequently arise; 

(b) continuing training for the existing operator to improve his deficiencies 
and to assist him in developing his business. 


Most oil companies provide very little of the first type of training to their 
lessees and the emphasis of their programs is on the second type. 


Most oil companies have a syllabus of training outlining subjects which it is 
desirable for an operator to take, and the program looks impressive on paper. 
However, the actual training conducted by most oil companies appears insignifi- 
cant by comparison with the need. 


The oil companies gave us particulars of their training programs in reply to 
questionnaire 5, questions 22 to 25 inclusive. 


The types of training offered by each of the larger oil companies are quite 
similar. An operator may receive some training by one or more of the following 
three methods:— 

(a) by periodic short courses, training clinics, or seminars where formal 

instruction is given to a class; 


(b) by working for a few days in a company owned employee operated ser- 
vice station to observe the procedures and perform various jobs under 
supervision; and 

(c) by on-the-job training in his own service station where the company 
sales representative calls on him at intervals to sell products, and also 
gives some advice or assistance on problems encountered by the oper- 
ator. 


One major oil company reported that its new lessees are not required to at- 
tend a specific course of instruction. After the new lessee moves into his station he 
is called on by the sales representative who sells products to him and gives him 
some on-the-job instruction. He is then encouraged to attend the training courses 
which are held at intervals. 


Another major oil company reported that the formal training it offers is not 
given all at one time. A two or three day training session may be offered dealing 
with two or three subjects. Such a session is usually attended by about ten lessees. 
Later another clinic may be held on other subjects. Due to timing or location of 
seminars sometimes lessees who want the training can’t attend. Many lessees find 
it difficult to be absent from their stations due to lack of a suitable replacement. 
Accordingly the lessees who attend one such clinic may or may not enroll for the 
next one. The same seminar or clinic may be attended both by new lessees and 
by old lessees. 


The list of short courses or clinics conducted by one company during 1965 
was as follows: 
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1.) Financial jmanagement@seminans peer ee eee 3 days 
Zw Sales objective setting course mens et ete ee a enna 2 days 
3. Arterial highway clinics — Service to tourists .................... theta tnbealie tas 1 day 

4. Trans-Canada Highway clinics — Service to tourists .. Ks 4 hours 
5. .incentive | SVSlCNi ae .ee os fe eee ee ee CES. pee eDOUTS 
Ga Recruiting sand. hinin 2c ihc eee ecg ee ee eee NOUS 
iz sManpowereemanareniont Clinic =e cea eee ee ee one eS. OUTS 
8. Tire clinics — product information and selling ..........0..00.0.000.. 3 hours 
9. Shock Absorber clinics — product information and selling ........... 3 hours 


A lessee who attended the complete program of another company would ob- 
tain the following class instruction:— 


l2esBusiness® management's.) eee ee ee 16 hours 
2. Advertising, display and handling of products for sale RCRA: pee eHOUIES 
3:0 >Product ‘knowledge: <8.-26). CBee Fe, See Se ee 8 hours 
4 VP CISONNE! Pein ee Ceres ths tet ORE oe ee A SDOUTS 
52 Selling? wie ee ee ee eee eee) eee 8 hours 

VOtall “I ion ee ee £1 ok oi aad Rosas CAs ee ee .. 40 hours 


An appreciable amount of the time spent is on product information and sell- 
ing and public relations. The sales promotion of particular products is important 
but other problems loom larger to the inexperienced operator attempting to man- 
age his first business. 


A lessee who took all the class training available from a third company could 
obtain a maximum of ten days instruction, and a fourth company’s program in- 
cluded a maximum of two weeks of classroom instruction. 


Four companies reported the average size of their classes as follows: 


Company No. in Class 
A 10 persons 
B 6 to 12 persons 
C 3 persons 
D 10 to 14 persons 


The oil companies in answer to question 24 provided particulars relating to 
their training personnel and the number of days spent by each instructing in formal 
training programs. The limited amount of training actually given is indicated by 
the fact that each company has relatively few persons engaged in instruction, and 
each spent only a portion of his time giving class instruction. 


Company “A” reported it had two instructors, one of whom did not partici- 
pate in any formal training classes, and the other spent only 20 days in 1965 giving 
such classes. 


Company “B” reported it had four instructors who collectively spent only 
110 days in classes or clinics which averages about one month per instructor. 


Company “C” reported only one instructor who spent 8 weeks lecturing in 
four training programs of two weeks each. 


Company “D” reported two instructors who together totalled 161 days of 
short courses and clinics. On the average each would appear to be spending about 
a third of his time giving classes. 


In answer to questions 22 and 23 the oil companies gave us particulars of the 
number of new lessees and the number of existing lessees who during 1965 re- 
ceived any formal instruction in a training program, seminar, short-course, or 
training clinic. In the case of four of the larger marketers the number of lessees 
reported to have received some instruction during 1965 was as follows: 
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Company New Lessees Old Lessees 


A 105 (mew and old) 
B 6 34 
C 17 6 
D 16 87 


There are over 3,000 retail gasoline outlets in the province of which over 
1,200 are operated by lessees. The rate of lessee turnover is approximately 20% 
per year. It is obvious that very large numbers of service station operators re- 
ceived no formal class training at all. 


The training program is to help qualify people to manage businesses which 
have a capital investment of $40,000 or $50,000 and up, and which should have 
annual sales in excess of $100,000. With this in mind the training seminars and 
clinics to which relatively few operators are occasionally exposed appear rather 
superficial. In many industries, people being trained as tradesmen or as employees 
with considerably less responsibility or risk get far more extensive training. 

If it is suggested that formal class training appears inadequate, the companies 
frequently emphasize their on-the-job training. However most companies with 
their existing training staffs couldn’t cover their outlets once in a year if each 
outlet was to receive the help of 1 man for 1 day. 


Most oil companies appear to use the “sink or swim” approach. They put 
a new operator in a station with little or no formal training, and if he succeeds in 
earning wages and not losing all of his invested capital, he learns from his own 
experience, and the oil company sales representative on his periodic visits can give 
some helpful advice as to how to deal with problem areas. 

There are many service stations where the odds are that the new operator 
would fail in any case, whether he was trained or not, and training would simply 
serve to help him avoid some pitfalls and perhaps postpone the date of the in- 
evitable failure. If he had some training he might know enough not to enter into 
a lease of the station in the first place. 

An operator who learns enough from his own experience and mistakes to 
succeed in surviving in the service station business will be assisted by the oc- 
casional two or three day training school which he may have the opportunity to 
attend. These are often directed towards product information or sales promotion 
and this will have more beneficial results for the oil company than an equivalent 
expenditure in the advance training of new operators. 

Operators come and go, many of them stay in the business for only a few 
months, and approximately 20% of them leave the business each year. 

The oil companies make no serious attempt to offer training on a useful 
scale. They pay only lip service to the concept, and a large part of what is actually 
done in the name of training is simply sales promotion. 

An article in the July 1964 National Petroleum News entitled “How Socal 
Cuts Dealer Turnover” tells about Standard of California’s program for selection 
and training of dealers which “. . . maintains the best dealer turnover record in 
the oil industry”. The article states that the oil industry rate of dealer terminations 
is 25.6% per year, whereas Socal’s rate is 10.4%. The retail sales manager of 
Socal’s western U.S. operations attributed his company’s success in reducing dealer 
terminations primarily to two things:— 

(a) careful selection of proposed dealers; and 

(b) a broad range of training given by the company on an extensive scale. 

Despite Socal’s reported success by using training to cut its rate of dealer 
turnover, other companies do not appear to be making any significant training 
effort. 

In Alberta the majority of operators consider that more training would be 
very helpful. In the opinion of the Committee additional training would prevent 
or solve many of the problems that new operators have. The solution of these 
problems would tend to make operators more successful and contribute to a de- 
cline in the rate of lessee turnover, and in other problems experienced in service 
stations. 
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CHAPTER 9. THE OPERATOR’S EARNINGS, HOURS, AND 
INDEPENDENCE 
(1) Operator Earnings 


A subsidiary of one of the “cartel” companies provided the Committee with 
particulars of the 1965 gasoline sales, and the sales ratios of several of its service 
stations and in each case gave an estimate of its dealers’ income. The stations had 
high gallonages and the company advised that the operators were generally good 
or above average. The particulars of the stations are shown below. 


Estimated 

1965 Gasoline Net Earnings 
Sales (gallons) Sales Ratio (dollars) 
S9St200 eee apse het Serra 75% /25% $15,520 
3:70;400 #3 aR ee Se ee 71%/29% 12,050 
DTASS9 SIG AAT, Mee eet chart alae 68% /32% 13,800 
337388 gerne nee ete ee 84% /16% 10,200 
25,790 Sere, eee cee ee 68% /32% 11,198 
DIO 29S? ties Aaa in 66% /34% 12,665 
SOS068; Fry... Ae, eee eT 27/ 28% 13,967 
314,000 EB: ho 4.ccae ee ee 91%/9% 9,847 
220,820 2 Bt ey AEE st Be 91% /9% 7,314 
385,000 Se «en eee ee 83%/17% 13,480 
A13,032 Ti: ie. GO Gee Shee oe 87% /13% 13,164 
217 1AO sip-4 Be Speier bets uot Mma een 87% /13% 8,676 


The Committee interviewed several of these dealers and examined their books 
of account. In each case checked the operator was in fact making very substantially 
Jess than the oil company estimated. 


In oil company questionnaire 19, question 115 we asked the companies 
to state the salary they would expect to have to pay to attract and retain a com- 
petent operator for the hypothetical station with a volume of 200,000 gallons and 
a sales ratio of 70/30. 


The salaries stated were as follows:— 


Da pertain ee Reel crf lerih Path te eet et pt anit Aen pnts $ 8,000 
BiAJ® S08... LORI, 260). SEY) Fale SOL Ses eee 8,000 
Royalitemess ene oer: ore. en. weleeies® 2 eee ae 6,500 
Sbell ces, oi hk 2c he ee is, eee Se, Ae ee) ee 7,200 
Total: 422. #Ges.226 UE ah. Boe eee a. oe. Ae $29,700 


The hypothetical salary for the average operator of the four companies in reply 
to question 115 was $7,425.00. 


However, in questionnaire 20 in answer to question 117 item (9) the oil 
companies gave particulars of salaries they actually paid to their operators in 
their employee operated service stations as follows. 





Operator’s 

1965 Gasoline Salary 
Sales (gallons) Sales Ratio (dollars) 

107,205 63% /27% $ 4,959 

267,395 75% /25% 5,700 

316,714 85%/15% 3,920 

387,126 72% /28% 7,505 

489,962 61%/39% 5,160 

99,657 74% /26% 4,980 

182,169 78% /22% 5,085 

187,119 83%/17%. 4,971 

Total“), Sugai ee eee. 03 7,047 $42,280 
Weighted Average 254,668 72% /28% $ 5,285 


In the service station questionnaire in answer to question 100 we obtained 
the amount of the actual earnings of each operator interviewed. In the case of 
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18 service stations where the Committee verified this figure by examination of the 
financial statements of the operator, the particulars were as set out below 


Operator’s 

1965 Gasoline Earnings 
Sales (gallons) Sales Ratio (dollars) 
181,410 78% /22% $ 4,028 
146,203 51% /49% 4,680 
169,346 66% /34% 3150 
221,000 10% /30% 8,236 
147,842 63% /37% 4,470 
152,847 65% /35% 6,057 
173,000 70% /30% WS 
203,600 56% /44% 6,500 
203,625 75% /25% 5,528 
152,749 73% /27% 5,400 
260,470 81% /19% 7,200 
177,700 66% /34% 5,467 
183,855 71%/29% 2,400 
168,900 67% /33% 5,000 
175,000 61% /39% 3,000 
259,000 78% /22% 6,563 
162,800 70% /30% 7,700 
233,100 60% /40% 7,580 
frotalee. snohinatecos SSIS IRM / $100,674 
Weighted Average ..... 187,433 68% /32% $ 5,593 


Over 500 retail outlets were interviewed and completed the service station 
questionnaire. The earnings of the operators of these outlets, classified by the 
nature of their business opportunity, are shown in Table 11. The first column 
shows the annual earnings of the operators in each classification, and the hourly 
rate is derived by dividing the hours worked into the annual earnings. 


Table 11 
Averages of Earnings and Hours Worked by Service Station Operators — Alberta, 1965 


Hours Worked 
Per Year Per Hour Per Week 


All Services Stations Mee i.e eee eee oe eee $6,507 $1.72 72.88 
Allg@rbany Senvices Stations aver escent oecescey hoes tei 7,515 2.00 gle 
AlieRunale Services StatlonSw eee. see eee eee eee 4,063 1.01 77.34 
All Highway Service Stations .................... Beare ins dante 8,051 1.99 VD 
Owned Service Stations 

Owned? Urban Be ce rceee eee e ee $7,259 $1.92 VSS) 

OWNEC MR rate ee ed oe ah ees 3,905 1.00 75.03 

Ownedm Highway ae ce ert yatta ee te, Oe. is 7,673 2.01 73.38 
Leased Service Stations 

eased Se Urbanten se er eo ee: Bee $7,543 $2.01 72.18 

WeaseWeRiiralleer es. ...Ae etree ys. hve cae. Beans a ee 4,273 1.02 80.42 

ease mee (Gh W.a Vig nich acces Meee eee ian cine ect 8,430 1.97 82.12 


Source: Gasoline Marketing Enquiry Records. 


(2) The Service Station Operator’s Hours of Work 


The complaints of Alberta operators about long hours are similar to those 
voiced by service station operators elsewhere. 


Dr. Lloyd R. Saltzman of the University of Tulsa’s Marketing Department 
and his 17-man class in market research did a survey of service stations in the 
Tulsa area over a two year period. They found among other things that more than 
70% of the operators who quit said they worked more than 70 hours a week. 
Only 6% said they worked less than 60 hours a week. Four out of every five 
operators interviewed kept their stations opened 90 hours and over per week. The 
most mentioned business hours were 7 a.m. to 9 p.m. daily. 


Chapter 9 Page 119 


HOURS 


10 


11 


12 


13 


15 


17 


18 


19 


24 


Page 


CHART 22 


SERVICE STATION OPERATING HOURS 


10% 20% 


Sq 1.0% 


q 2.4% 
























Metetetetvteltnils 
RRR KR KR KHOR 
Wetstenctanstatecatene KR Reese 


ecetennnecoeeesenneneneetes 
ROOK RK KKK 
SRR KK RK RKO SGC 
PLO LQLQO MMMM 


Keener meme 
BBS x 13.8% 
ensoetateconeteronereeeneroceasonteecoateeel meseeeatetatet 





OO 

eae 

2A aan 

asetese 
DJ 
5 
BS 0.5% 
% 
% 
% 
% 0.5% 
e 
SPSS SPSS SSN OOOO OOOO ON 
emenneceennman nes 

sahehelatedebabatecetehatelgiotetstabeteteteieel LL) 

sso caxennenenned 7 °F 
KC AAO OOOO OOOCOCOOCOS 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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Table 12 
Service Station Operating Hours 





Hours of Number of 

Operation Stations Percent 
10 2 1.0% 
afet 5 2.4% 
12 48 22.8% 
13 15 7.1% 
14 31 14.8% 
15 51 24.3% 
16 29 13.8% 
aly’ 2 3.3% 
18 alt 0.5% 
19 1 0.5% 
24 20 9.5% 
Total 210 100.0% 


Service Station Questionnaires, Question 34. 


The pattern of service station operating hours in Alberta is shown on Chart 
22. In the absence of restrictions on hours, most service stations in Alberta are 
normally open 14, 15, or 16 hours per day. The substantial number of stations 
showing 12 hours of opening are largely the result of early closing by-laws such 
as the City of Edmonton early closing by-law. In the absence of such by-laws 
many of these stations would revert to the normal pattern and be open 15 hours 
daily. 


Most operators find it necessary or advisable to be in their station during 
most of the hours it is open. Many of them do additional work after hours such 
as doing accounts, payroll records, checking invoices and inventories, and other 
administrative duties. 


(3) Restrictions on Operator’s Independence 


Shell Oil in a recent publication stated: 

“One motive virtually every service station dealer has in common is to be indepen- 
dent. He was attracted to the service station to be his own boss and to be 
regarded as a businessman. Surveys indicate that most dealers left jobs in which 
dependent relationships prevented them doing their best work”. 

Other oil companies have confirmed to the Committee that the desire to be 
an independent businessman is what influences most service station operators to 
enter the business. This was confirmed by the replies of several hundred operators 
who were interviewed by the staff of the G.M.E. 


The oil companies set the service station operator up with an appearance of 
independence by giving him a lease of premises, by permitting him to invest his 
money in stock-in-trade, tools and equipment, by letting him run the risk of hiring 
his own employees, and by permitting him to buy and resell merchandise. 


However, most of these apparent rights are restricted or eliminated by a web 
of contracts and ties which effectively prevent the operator from exercising any 
real independence. Although he has a lease it is terminable on short notice. His 
dealership agreement requires him to purchase exclusively the petroleum products 
distributed by his landlord. If he marks up his price above what the oil company 
thinks is reasonable it may impose sanctions to deter him. The other merchandise 
he handles is restricted by directed buying arrangements or full line forcing ar- 
rangements supported by national advertising and credit cards. Most “independent 
business men” at least set their own hours of work, but the service station oper- 
ator may have his lease terminated or his supply of merchandise cut off if he fails 
to observe the hours “suggested” by his oil company. 


In any aspect of the operation of a service station if the “suggestions” of the 
oil company and the desires of the operator conflict, the operator knows that if 
he exercises his “independence” and differs from the “suggestions” of the oil 
company, his lease can be terminated and that his supply of merchandise for 
resale can be cut off and there is no reasonable expectation of his being able to 
continue in business. 
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This situation arises because the oil company wants to have its cake and eat 

it too. It has two conflicting purposes, — 

(a) it does not want to assume the problems of running individual service 
stations and retail outlets, so for this purpose it wishes to preserve the 
operator’s independence, 

(b) it does want to have a large voice in how the service station is run, so 
for this purpose it wishes to restrict the operator’s independence. 


To achieve the first purpose the oil company tells the operator he is inde- 
pendent, sells product to him, and treats him as an independent customer. 


To achieve the second purpose the oil company uses its control of the prem- 
ises and its control of the products supplied to compel hundreds of “independent 
business men”’ to run their businesses in a uniform way to develop motorist loyalty 
to the brand name products. The oil company wants to encourage the motorist to 
regard himself, not as a customer of the service station operator as an indepedent 
business man, but as a customer of the products of the oil company. 


The oil company considers the service station to be the public image of the 
oil company, so that the manner in which a service station operates reflects di- 
rectly on the company which supplies it and may affect the demand for its prod- 
ucts. Consequently the oil company feels justified and compelled to dictate to its 
service station operators in many ways that take away from their independence. 


With fully integrated oil companies and the degree of control of retail outlets 
that they appear to require they make it impossible for a service station operator 
to have any real “independence.” 


Accordingly the man who is attracted to become a service station lessee by 
oil company description of the attractions of becoming an “independent business 
man” is not permitted to attain the independence he visualized. The man who is 
induced to invest his savings by oil company descriptions of potentially large pro- 
fits fails to make a reasonable wage for his time spent and loses his investment. 


In the case of many service stations such results are virtually a foregone con- 
clusion based on the station history. 


Operator after operator has invested his money, put out his best effort and 
failed to make a reasonable living. Knowing this the oil company has no hesitation 
in persuading a new man to become a lessee of the same station with no more 
money, training or ability than any of his predecessors who failed. Many such 
persons are poorly qualified and inexperienced and have no knowledge of the tre- 
mendous odds against their chances of success. 


The oil company appears to have no concern for the individual who is in- 
vesting his time and his life’s savings. He and his money are both treated as ex- 
pendable in attaining the oil company objective of keeping the service station open 
for the sale of its brand name products. 


(4) The Typical Service Station Lessee 


1. He invests his total savings $2,000.00 to $4,000.00 in tools, stock in trade, 
and operating capital. 


2. He works very long hours 
(a) 12 hours per day, 6 days per week under a municipal closing by-law; or 


(b) 15 hours per day, 6 or 7 days per week where there are no restrictions 
on opening; 
in the usually vain hope of building a profitable business. 


3. He is very poorly paid — his hourly rate of from $1.00 to $2.00 per hour 
being less than he pays many of his employees. 
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4. He feels restricted and frustrated by numerous oil company ties which limit 
his freedom and judgment in practically every business decision he expected 
to be free to make. 


5. The restrictions and ties 


(a) prevent him from doing some things which he knows would be profitable; 
and 


(b) require him to do other things which benefit the oil company but which 
he knows are not profitable for him. 


6. He feels no security of tenure and his every decision is influenced by the con- 
stant fear of losing the business he has been working to build. 


7. He gives up the struggle in less than 5 years, hopeless of being able to earn 
a reasonable income and having lost part or all of his original investment. 


CHART 23 


THE TYPICAL SERVICE STATION 
LESSEE 


HOURS PER DAY 15 HOURS 


HOURLY RATE OF PAY $1.72 


ANNUAL EARNINGS $6, 500 


AVERAGE INVESTMENT $4,000 


HAS NO SECURITY 


SUFFERS FROM OIL COMPANY INTERFERENCE 





ABANDONS BUSINESS AFTER 5 YEARS 
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CHAPTER 10. RENT 


(1) Rental Terms for Premises Rented from Oil Company (lessee) 


When classifying retail outlets by type of ownership and operation, “lessees” 
were Classified as service station operators who rent their business premises from 
oil companies which own them or hold a head lease on the premises. 


There are 1,201 lessees being 38.3% of all retail outlets. Lessees sell ap- 
proximately 62% of the gasoline sold at retail. 


Although lessees constitute 38% of all retail outlets, they are a much 
higher percentage of outlets classified as “service stations”. Many of the outlets 
which are not operated by lessees are other businesses with some gasoline sales 
such as automobile dealers, implement dealers, general stores, etc. Accordingly 
a majority of service stations are operated by lessees. 


In the ordinary landlord and tenant relationship the landlord is primarily in- 
terested in two basic concerns, namely 


(a) the collection of rent which provides a reasonable return on his invest- 
ment; and 


(b) the maintenance of his property in good repair. 


In the oil company “lease” these concerns appear to be secondary to the 
prime purpose. The “lease” is used as a tool for controlling the marketing of the 
oil company products. The multipurpose contract which is labelled as a “lease” 
has among its more important purposes a large measure of control of the tenant’s 
business 


(a) requiring the tenant to sell the landlord’s products, 


(b) restricting the tenant from selling products that compete with the land- 
lord’s products, and 


(c) controlling what products the tenant may advertise on the premises. 


This is illustrated by the following clause extracted from a “lease” that one 
oil company uses in Alberta 


“The Lessee will, during the term of this agreement, continuously and exclusively 
purchase, or cause to be purchased, from the Lessor or its nominee, and from no 
other, all gasolines, lubricating oils, greases and petroleum products generally 
and anti-freeze compounds which shall be used, handled, sold or kept for sale 
on the premises, and the Lessee will purchase or cause to be purchased directly 
from the Lessor or its nominee, and from no other, any product (including but 
not limited to tires, tubes, tire accessories, batteries and auto accessories) in addition 
to petroleum products and anti-freeze compounds which are saleable on the pre- 
mises and which may, from time to time, be offered for sale or distributed by 
the Lessor, or by a nominee of the Lessor, and also during the said term and for 
a period of two (2) years thereafter, the Lessee will not purchase, receive, sell, 
offer to sell, deal in, handle, keep in stock or dispose of, either directly or in- 
directly, or permit to be purchased, received, sold, dealt in, handled or disposed of, 
on or about the premises or on or about any other lands and premises within a 
radius of two miles thereof owned, leased, occupied or used by the Lessee, any 
petroleum products or other merchandise and products hereinbefore mentioned in 
this paragraph, except such as shall have been manufactured or distributed by 
or purchased from the Lessor or by or from a nominee of the Lessor the intention 
being that as to all such products and merchandise hereinbefore mentioned, the 
Lessee shall purchase the same directly from the Lessor or its nominee exclusively 
and from no other person, firm or corporation whatsoever, it being hereby ex- 
pressly declared that the foregoing covenant on the part of the (Lessee is one of 
the main considerations for the execution by the Lessor of this lease. 


The mere use of conventional terms such as “lease” and “rent” conjures up 
a picture of the normal landlord tenant relationship involving basic tenant’s rights 
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which are taken for granted by most people. However, for the oil company “lessee” 
he doesn’t have many of these rights, because they are expressly taken away by 
provisions of his lease, or if he does have them he doesn’t dare exercise them in 
practice. 


The relationship of an oil company with its lessees is a very complex one. 
The lease, and the other contracts which support the lease are drawn by oil com- 
pany lawyers to give maximum protection and powers to the oil companies. 


An oil company lessee who desires to stay in business usually becomes so 
fearful of the possible consequences of oil company disapproval of his actions 
that he generally bows to “suggestions” or “requests” of the oil company to an 
extent that the ordinary independent business man who leases premises from an 
ordinary landlord would regard as unthinkable. 


Of the hundreds of lessees interviewed by the Committee and its interviewers 
substantial numbers of them indicated that rent was one of their more troublesome 
problems. 


Many operators stated that their rents had been increased six or seven times 
over as short a period as four or five years. The natural question is “Don’t you 
have a written lease specifying the amount of rent?” Generally the operators re- 
plied that the oil company representative simply called with a new lease and asked 
for surrender of the old one. The operators considered that if they wished to stay 
in business they had no alternative but to sign the new lease and surrender the 
old one which is what they did. 


One of the first impressions obtained by the Committee and its interviewers 
was that in many leased stations the rents were extremely low. 


Some stations pay no rent — others pay a rent that can only be described as 
token — and hundreds of stations pay a rate of rent so low that it would not be 
regarded as economic by the standards of most investors or property owners. 


A $40,000 or $50,000 home would not rent for less than $200.00 per month, 
yet many cases were found where service stations having this value or more would 
rent for such rentals. Any business premises representing a comparable investment 
would receive a far higher rental than the rents being paid by many lessees of 
service stations. 


Notwithstanding that an operator may have experienced rental increases an- 
nually or more frequently over a period of five or six years, his rentals still ap- 
peared to be below those that most real estate investors would charge for a lease 
of premises representing a similar capital investment. 


However, a few high gallonage stations where rents prescribed in the lease 
are related to gallonage or to a percentage of profit may produce a rental which 
is equal to or in excess of a return that would be economic having regard only to 
the investor’s capital investment or the value of the premises. 


These impressions of our interviewers were borne out by the findings of the 
Alberta Royal Commission in 1940 which found at that time that leased stations 
received a rental subsidy averaging about 11% cents per gallon. 


Similarly the Royal Commission on Gasoline Price Structure in the Province 
of B.C. in its 1966 report found that the rental subsidy in 1963 in British Colum- 
bia amounted to 1.8 cents per gallon if no return on capital was considered and 
2.35 cents per gallon if a return on capital of 10% is considered. 


Our interviewers found in many cases that lessees in stations representing 
comparable investments paid widely different rentals. In two stations which looked 
practically identical the interviewers would find that one lessee was paying sub- 
stantially less rent than the other lessee. There appeared to be a degree of relation- 
ship between rent and volume, in that the lessee with a low volume generally paid 
considerably less rental than the lessee with the high volume even though both 
stations appeared to have a similar capital investment. 
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Table 13. 
Outlets Valued Approximately The Same Have Widely Differing Rental Rates 


Oil Company 
Estimate of Annual 
Current Market Actual Rents in 

Value Rent Gallonage Cents/Gallon 

$30,000 $ 270 57,000 0.47 
32,200 167 33,417 0.50 
34,000 ad, 29,500 6.02 
35,000 T5515 64,975 ey 
37,800 2,435 149,760 1.63 
38,700 2,635 137,050 1.92 
40,000 1,200 93,000 1.29 
40,500 1,540 109,074 1.41 
40,800 3,904 189,190 2.06 
41,000 4,219 306,940 17 
43,000 4,871 296,225 1.64 
44,100 2,889 168,900 71 
45,000 0 40,000 0 
45,000 2,100 132,000 1.59 
47,000 2,247 49,840 4.51 
50,000 1,518 148,000 1.03 
50,000 7,590 457,000 1.66 
50,600 3,448 152,800 2.26 
51,400 7,066 320,520 2.20 
54,300 2,258 136,325 1.66 
55,000 3,200 138,000 eEey! 
55,000 2,017 67,678 2.89 
55,000 1,800 157,000 fel 
56,300 a5 01 121,375 2.78 


Source: Gasoline Marketing Enquiry Records. 


This conformed to the complaint of the operators. They stated that they would 
work hard to build up their business, increase their gallonage, with a view to in- 
creasing their income, and then find that the fruits of their efforts would be taken 
away by an unexpected rent increase imposed by the company. 

As an illustration one operator was leasing his station in 1961 for $3,700 
per year. He had annual rental increases over a five year period which more than 
doubled his rent to $7,800 per year. 

During the same period the operator increased his gallonage from approxi- 
mately 300,000 gallons per year to approximately 420,000 gallons per year being 
an increase of 120,000 gallons. At the operator’s mark-up of approximately 9 cents 
per gallon, the increase in volume increased his gross profit by approximately 
$11,000 per year. However, to dispense the additional gallonage he required two 
additional pump attendants who were paid approximately $4,000 each per year 
and he paid additional rent to his oil company of $4,100 per year so the addi- 
tional expense of $12,100 per year exceed the additional revenue from his increase 
in gasoline volume. 

The operator obtained no financial reward for his strenuous and successful 
efforts to increase his gasoline volume. 

The impression about rents being related to volume of gasoline sold was 
also borne out by the replies of some oil companies, who indicated that their rentals 
were based not on the investment or capital value of the premises but on the 
“. . . business opportunity offered to the lessee’. Thus if a lessee had a better 
business opportunity (more volume) then he would be expected to pay a higher 
rental. The conclusions of the interviewers accordingly were 

(a) most lessees obtain the benefit of a rental subsidy; 

(b) rents vary greatly between stations representing approximately the same 

capital investment; 

(c) the rental subsidy is greater in low volume outlets and less in high 

volume outlets; and 

(d) in many cases new lessees start out at a low rental which increases 

sharply after they have had a reasonable opportunity to become estab- 
lished and thereafter increases as volume increases. 
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The Committee submitted two questionnaires to the oil companies relating 
to the question of rent. The first of these, questionnaire 2, dealt with general 
rental policy. 


Some oil companies give leases in which the rental is expressed as a design- 
ated number of dollars per month. Other companies give leases where the rental 
is expressed as a certain number of cents per gallon based on the monthly gallon- 
age of the station. Still others use leases where the rental is expressd as a per- 
centage of the gross revenue from the station, which of course would include rev- 
enue from sales of merchandise other than petroleum products and revenue from 
repair operations. Some leases are expressed as a combination of two or more of 
the above methods, e.g. a basic rental of $100.00 per month plus 1 cent per gallon 
based on gallonage sold. 


One company which expressed its rents in a fixed number of dollars per 
month advised us as follows: 

“Rent for each service station in Alberta is assessed in relation to the business 
opportunity available at that location. This business opportunity is measured in 
terms of the profit available to the lessee from the various goods and services sold, 
including gasoline and other petroleum products, tires, batteries and automotive 
accessories and also labor and services provided.” 
“Rents charged for Alberta service stations are based on a percentage of the profits 
earned from the sale of all goods and services. In the case of established outlets, 
profits are usually assessed on the basis of the preceding year. In the case of new 
service stations, projected profits are used. Profit is the measure of business oppor- 
tunity at the outlet.” 

This company stated that it did not attempt to obtain a percentage return on 

its invested capital. 

“The company has, however, no rigid return target for a particular time period 
against which a specific location is judged”. 
“While there is no rigid relationship to capital in terms of a specific return on invest- 
ment, as rents are related to business opportunity, there tends to be a general rela- 
tionship. This is so because in many instances the greater business opportunities 
will require higher investment. 


“A detailed profit analysis for the outlet is prepared. Rent is then calculated as a 
percentage of the profit determined from this analysis”. 
Another company reported that its service station leases are governed by four 
basic principles: 
(1) “that rentals shall be common to all for comparable facilities under comparable 
circumstances”; 


(2) “that rentals shall be subject to adjustment in special cases which require special 
consideration”; 


(3) “that rentals shall meet as nearly as we can judge the current practices of com- 
petitors in the trade”; and 


(4) “that rentals shall be subject to periodic review and adjustment if necessary to 
reflect our assessment of current economic conditions in the market place”. 
In fixing its rents this company takes into consideration a large number of 
factors including 


“...the estimated number of customers which will patronize the location, the prob- 
able level of gasoline sales volume and the general competitive conditions prevailing 
in the trade.” “For service stations which are new and striving to become established, 
for old stations which have been subjected to extra-ordinary operating circumstances 
such as road construction or diversion which may alter drastically the normal 
pattern of business, or for stations which are being re-activated after a period of 
involuntary idleness, (the company) may elect to waive a part or all of the rental 
which it considers fair, reasonable and competitive at the location until the lessee- 
dealer’s operation can be brought up to normal conditions”. 

This company reported that in general its capital investment in an outlet did 


not determine the rent charged for that outlet. 

Its rentals are normally expressed by a combination of a designated number 
of dollars per month plus Ic per gallon. 

This company classifies its stations into categories. For each category it 
establishes a number of dollars per month as the most common rate for that cate- 
gory. However, a large percentage of the outlets in that category may be “. . 
judged by the company to be operating currently under extra-ordinary circum- 
stances and, therefore, not worth as much as normal units”. For such units the 
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monthly dollar rental will be substantially reduced. A smaller percentage of such 
units “are judged by the company to be worth more than the normal units” and 
for these the monthly dollar rental may be increased. 


For each classification of units accordingly the basic dollar per month rental 
may fluctuate widely as between outlets, and in addition each outlet pays Ic per 
gallon. 


A third company stated that in fixing its service station rentals it took into 
consideration anticipated volume of business expected at the particular service 
station location, and the status of the prospective lessee. In some leases it used a 
dollar rental, in other leases it used a cents per gallon rental, and in other cases 
it used the combination of the two. It had as an objective a percentage return on 
its invested capital but the Committee’s examination of rentals paid in individual 
service stations of this company indicated that relatively few of its outlets pro- 
vided the percentage return which was the stated objective. 


A fourth company reported that in fixing the rental to be paid by a lessee 
it took into consideration the lessee’s need to earn a livelihood and to have suf- 
ficient margin to operate the outlet efficiently and progressively. This company 
did not attempt to obtain a percentage return on its invested capital. The com- 
pany made an estimate of the lessee’s gross profit and it used a percentage of this 
figure as a guide when negotiating its rent. 


A fifth company outlined the general principles it followed with respect to 
rents charged lessees for service station properties as follows: 

“Recognizing that our investment in service station properties is basically a method 
of providing satisfactory sales outlets for the company’s products, we do not attempt 
to measure investment profitability in terms of rental received only. It is our ob- 
jective to obtain a satisfactory rate of return from our service stations having regard 
for the profit we earn through supply of gasoline, lubricants, tires, batteries and 
accessories as well as the direct rental revenue. 
Regardless of what a service station may have cost to construct, its worth to 
an operator comes from the opportunity it affords him to sell products, provide 
services and make a profit. Accordingly, we believe that the rental charged to a 
lessee should reflect the value to him, as a business location, of the facilities he is 
renting. A relatively inexpensive facility in a highly desirable location often provides 
better profit opportunities than a more expensive facility which has been by-passed 
by road redevelopment or which is located in an area which has not yet matured up 
to a point of providing a high volume of business. 
We believe that the fairest way of determining service station rents is to charge 
the operator a percentage of his gross revenue as rent. 
In this way, the lessee pays rent in accordance with the worth of the service 
station to him, and the onus falls upon the company to locate its service stations 
in such a manner that rental revenue and profits from product sales justify 
the investment.” 


This company stated that it did not attempt to obtain a percentage return on 
its invested capital. 


In its actual leases the rental is expressed either in terms of a certain number 
of dollars per month or a certain number of cents per gallon. Although the rent 
is expressed in these forms, the actual rate is based on the oil company’s estimate 
of the gross revenue derived from the service station by the operator which is a 
measure of the value of the facilities to him. 


In some of its leases the rental is actually expressed as a designated percent- 
age of gross revenue, and the percentage used varies with the classification of 
service station according to its business opportunity. 


One company has a formula which 
. consists of two major elements: 
1. 1.0c per gallon on motor fuel sales 


plus 
2. 6% of all “other” sales. 
(“other” sales are total gross sales less motor fuels) 

This formula continues our practice of rental being a function of any individual 
location’s business opportunity. 

The cents per gallon portion of the formula is intended to reduce the influence 
of variations in tank truck prices and provincial taxes in any calculation of rentals. 
If a formula is based entirely on a gross sales measure, then dealers in high taxation 
or high cost delivery areas pay a penalty compared to other dealers in lower cost 
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areas. At the same time it was recognized that gasoline as a percent of total sales 
varies substantially between locations and provides only one indices of the business 
opportunity. Therefore, the percentage of “other” sales, when coupled with the 1.0c 
per gallon, helps provide this balance between operations. 


The assessment of rent as a percentage of total sales is an established and ac- 
cepted method recognized in retail businesses ranging from men’s wear to restau- 
rants. While absolute values frequently vary from 5% to 10% of retail sales, the 
ee proposed by (the company) approximates only about 3% of total gross 
sales.” 

“The retailer will . . . always know from month to month and year to year exactly 
what his rent will be.” 


“The rent will be payable, based on current monthly gasoline sales and the 
previous year’s ‘other’ sales for the corresponding month.” 


The application of the above formula is illustrated by three sample calcula- 
tions: 


Examples — Service Station Rentals 


Outlet — 275,000 gals. Sales Ratio — 70/30 
Motoriuel e275 000R@BIS cee epee tm eee oly aoe: oy $118,000 
OCC TAMNIS ALCS Mice hie ne raters enniat th PONS Me daue Ate ME GN 52,000 
otal Salesaie. att VAMe eer ewan Pilar Arp ite. soc) fom. oy ae $170,000 
Rental Calculation: 

LCBPCGPlAl wale. eee ters meh ced) Sit Serre cee. Oa oe See $ 2,750 
Ooi AOLICT ses ce ewe PEL IRN ge, ee coc fy ROOD 3,120 
otalgRentQety. eee. Sei tee ee yee PUP) ee ee ee Cue $ 5,870 
Renta omotmelotalsSalesaeee ct a. eRe te 3.4% 

Outlet — 400,000 gals. Sales Ratio — 75/25 
Motorpeuue! 400/000 5@e43 Caren eee ne oye. foe eee ree ee eee eli 22000) 
OUNCE SECS to 6 EAS. lah PUR Pac) © atte aii 6 soci ie. 58,000 
hotal@ Sales] fe iyty ah Meies wrt ered boumwi gets noc cen ee rte: nciled $230,000 
Rental Calculation: 

Ge DETyy Cal Dees ere eemamees cite, casey t, MRA AMR te Ai iat ae Byline MEE AS hose $ 4,000 
6 Tome ODek aren Rent ence, Gurr emcee. enc Seibel 9 te. Sa 3,480 
MR Ocal RCN tame s.t corte CON ee ks Maeno aerator cin tees Shien eee. $ 7,480 
Renteomolsh oval es lesen stretch 3.2% 

Outlet — 700,000 gals. Sales Ratio — 85/15 
Moron sluel /00,000 (mS 36 i oing etch tee speargere oacssenieentnedscnvs. $300,000 
BOther # Sales tae oe ane ee MY atta fo: RPE ra iA Rett Maa | 53,000 
PLO TAI S ALCS umes ey eens Mp RA 6 ee rc Si EE cos eye Beto een ee .. $353,000 
Rental Calculation: 

ECD ET Sal wrest ENR ae oe rete Ree ween | ae Peo 7,000 
CLL O Mer eh eae ees. SA ae ee IM EO ee Sec) Be 3,180 
BD tall ae RCT Caer Wes ee cee ac aces ree eat cama eee ha ealira. uae: ocean ne 8 TOSESO 
REN GE CROLML OAL. Sal csemenntent erento Mee ce kred tet eed eRe ene cat 2.9% 


Many operators foresaw either a reduction in their income or an increase in 
customer prices by reason of the application of this new formula. 

One operator pointed out that his markup on merchandise was 20% of the 
wholesale price whereas his rent was calculated at 6% of his retail receipts. Each 
dollar spent for merchandise at wholesale would give a 20c markup of which over 
7c would be paid to the oil company in rent. The rent accordingly exceeds a third 
of the operator’s gross profit on sales of merchandise. 

Another operator pointed out that this new rental formula would cut his 
profit almost in half on mechanical work that he “farms out” to a specialty repair 
establishment. He used the illustration of a $300.00 repair job in which the custo- 
mer was billed $225.00 for parts and $75.00 for labor. The service station operator 
presently receives a commission of 17% of the amount billed to the customer for 
parts, but no percentage on the labor. Accordingly, out of the $300.00 collected 
from the customer, the service station would retain $38.00 paying the balance 
to the specialty repair shop. The new rental formula would require 6% of the 
total bill to the customer, namely — $18.00, to be paid to the oil company. The 
operator’s former gross profit of $38.00 is accordingly reduced to $20.00. 


Chapter 10 Page 129 


In the case of some service stations with a high volume of repair business, 
the application of this new rental formula will double the rent previously paid by 
the lessee. 


Service station operators point out a problem with any rental formula based 
on a percentage of gross sales. 


Rent in any form is a cost which the operator has to recover from the custo- 
mer. However, when rent is a percentage of gross sales the operator is more con- 
scious of the need for passing it on and adding it to his customer’s bill. 


As an illustration, if a customer is having trouble with his car and brings it in 
to the service station, the operator will talk to the customer to determine the 
nature of the problem and the mechanic will then inspect and test to diagnose it. 
If it involves some major specialized repair, such as replacement of a transmis- 
sion, the operator usually discusses it with the customer to get his authorization, 
then delivers the car to a garage specializing in such repairs, and later picks it up 
for return to his customer. The operator will bill the customer for the total cost 
and will have to assume the risks of collection. If the specialist’s repair bill pay- 
able by the operator is $260.00 and the operator requires a further $22.00 for the 
time and services of he and his staff, he would have to bill the customer $282.00. 
However, in order to realize this amount, he must allow for a payment to the oil 
company of 6% of the amount billed to the customer, so he will have to add a 
further $18.00 making the customer’s bill $300.00. If rent is a fixed dollar amount 
there is less tendency to add a fixed percentage to each sale to cover it. 


The replies of the remaining oil companies relating to rental policy were in 
a similar vein to those previously outlined. 

All the companies seemed to be saying pretty much the same thing, whether 
they called it “business opportunity” or “cents per gallon of gasoline sales” or a 
percentage of “the gross revenue derived from the service station by the operator” 
or a designated number of dollars based on “a percentage of the company’s rea- 
sonable estimate of the lessee’s gross profit’. 


Most companies clearly stated that they did not fix their rent with the pur- 
pose of producing a percentage rate of return on invested capital. 


(2) Rental Subsidies 


In comparing problems of lessees with problems of owners, the relative oc- 
cupancy costs of each are one item of comparison. The question to be determined 
is whether rents based on “business opportunity” or a “percentage of sales” are 
as large an occupancy cost as those of an owner who must take into consideration 
a percentage rate of return on invested capital. If an outlet is owned by someone 
other than an oil company, he normally looks for or has to pay a percentage rate 
of return on invested capital. Even the owner of an outlet who is borrowing money 
from an oil company by way of mortgage has to repay the money and pay a 
designated rate of interest on the dollars advanced by the oil company as the 
holder of the mortgage. 

The problem was how to determine the existence and measure the rate of 
rental subsidy enjoyed by lessees from oil companies. 

With a view to obtaining data from which the rental subsidy could be mea- 
sured in individual stations, the general questionnaire on rental policy was followed 
by a more specific questionnaire relating to the rents of individual stations, namely, 
questionnaire 11 the ‘‘Service Station Rental Report’’. The Committee ob- 
tained from each oil company a report giving particulars of each service station 
which was occupied by a lessee during 1965. 


There were some oil companies which followed a practice of having in- 
vestors build stations for them on a leaseback basis. The oil company would take 
a lease from the investor for a long term of years and would then sublease the 
station to an operator as lessee. In other cases developers of shopping centres 
would make provision for a service station which could only be obtained by the 
oil company by way of lease and it similarly was sublet to an operator lessee. 
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The Committee considered that the difference between the rent paid by the oil 
company to the developer, and the rent collected by the oil company from its les- 
see, would provide one of the more precise measures of the rental subsidy in in- 
dividual cases. 


The differences in rents paid and received would give the rental subsidy in 
dollars per year. By obtaining the gallonage sold by each such outlet the rental 
subsidy could also be determined in cents per gallon. The rental subsidy in such 
outlets is apparent from the data relating to such service stations shown in Table 
14. 


Table 14. 
Rental Subsidy Where Oil Company Holds Head Lease 
Rental Paid Rental Paid Annual Subsidy 
By Oil Company By Operator Subsidy Gasoline in 
To Landlord To Oil Company in Dollars Gallonage Cents/Gallon 
$ 7,071 $4,200 $ 2,871 282,725 1.02c 
7,292, 4,320 PMP 204,095 1.46 
6,099 4,200 1,899 MELB) 0.79 
Zo? 4,800 2,452 409,930 0.60 
7,900 300 7,600 104,230 729 
6,240 1,500 4,740 80,135 TL 
9,774 1,350 8,424 69,520 12.12 
3,791 12 3,779 87,330 4,33 
5,874 3,000 2,874 224,375 1.28 
7,424 3,300 4,124 140,730 293 
4,079 3,520 559 230,250 0.24 
6,511 3,450 3,061 268,105 1.14 
2,700 1,630 1,070 71,483 1.50 
5,100 3,600 1,500 64,000 2.34 
4,920 4,800 120 121,100 0.10 
4,533 1,827 2,706 152,690 1.77 
5,079 256 4,823 44,044 10.95 
3,657 1,500 2,157 92,300 2.34 
4,861 1,977 2,884 167,725 1.72 
4,455 1,200 BE255) 77,280 4,21 
5,900 3,000 2,900 135,830 2.14 
6,000 1,120 4,880 106,860 4.57 
6,165 5,850 315 203,600 0.15 
5,628 4,800 828 154,650 0.54 
7,696 3,300 4,396 150,300 PS) 
8,794 2,000 6,794 119,500 5.68 
7,005 12 6,993 73,550 oot 
7,255 3,775 3,480 312,040 1.12 
8,589 7,200 1,389 221,800 0.63 
6,567 4,200 2,367 US 7E225) TZ 
20,774 6,268 14,506 346,522 4.18 


Source: Gasoline Marketing Enquiry Records. 


The Committee examined 293 service stations where the owner granted a 
lease to one of the subsidiaries of the “cartel” companies and the company in turn 
sublet to a lessee operator. 


The service stations were grouped by gallonage ranges. Table 15 illustrated 
by Chart 24 shows the average rent collected from the operators in each gallonage 
range as compared with the average rent paid by the oil company and shows the 
average subsidy in dollars per outlet. It is to be noted that the average rent col- 
lected from the operator increases as gallonage increases. 


However, even in stations with large gallonage and high rentals, the aver- 
age rent collected from the operator is not as large as the average rent paid by 
the oil company. On the over-all average the oil company pays twice as much 
rent to its landlord as it succeeds in collecting from its service station operator. 


In the lower gallonages the rental subsidy exceeds the dollars of rent col- 
lected, whereas in the high gallonages the subsidy is less than the dollars of rent 
collected from the operator. 
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CHART 24 


RENTAL SUBSIDY - ALBERTA 1965 


(Dollars per outlet) 
WHERE ‘CARTEL’ COMPANY HOLDS HEAD LEASE 


GALLONAGE 
RANGE 


0 TG 50,000 


50,000 TO 100,000 


100,000 TO 150,000 


150,000 TO 200,000 


200,000 TO 250,000 


250,000 TO 300,000 


300,000 TO 350,000 


350,000 AND UP 


$4000 


$6000 


a 


EZ 


RENT PAID BY 
OPERATOR 








RENTAL SUBSIDY 
BY OIL COMPANY 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 


$8000 


Average 
Subsidy 


$1,876 
2,759 
3,106 
2,489 
2,604 
2,597 
3,167 
3,360 


Table 15. 

Rental Subsidy ($ Per Outlet) Where “Cartel” Company Holds Head Lease — Alberta, 1965 
Gallonage Average Rent Average 

Range No. of Average Collected Rent Paid 
(7000 Gals.) Outlets Galionage From Operator by Oil Company 

O72) 50 peal 27,807 $1,328 $3,204 

50 - 100 72 76,053 1,716 4,475 
100 - 150 83 122,841 2,294 5,400 
150 - 200 53 168,656 3,093 5,582 
200 - 250 24 223,736 3,532 6,136 
250 - 300 15 280,187 4,132 6,729 
300 - 350 6 310,441 3,534 6,701 
350 and up 9 480,755 5,194 8,554 

293 

Overall Average 140,731 $2,504 $5,225 


Source: Questionnaire 11. 
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Table 16 illustrated by Chart 25 expresses in cents per gallon, the rent col- 
lected from the operator, the rent paid by the oil company and the subsidy. This 
table clearly demonstrates the economies in costs per gallon that are achieved by 
operating larger outlets. Expressed in cents per gallon the rent collected from the 
operator, the rent paid by the oil company, and the average subsidy are all highest 
in the low gallonage ranges and they decline uniformly as increasing gallonages 
are sold. The high volume stations have the lowest per gallon costs in every cate- 
gory. On the over-all average the rental subsidy per gallon exceeds the rent per 
gallon collected from the operator. 


In the case of service stations owned by an oil company the rental subsidy 
is more difficult to measure. You have to start out with a value for the “capital 
invested” in the service station and a “rate of return” on invested capital. Accord- 
ingly for each service station the Committee asked different questions designed to 
give value figures arrived at by different methods for different purposes. This 
would give a range of values for each outlet and provide some data for com- 
paring the value of outlets. 


In the case of service stations where the land was acquired by the oil com- 
pany and the buildings constructed by the oil company, it was necessary to ar- 
rive at a reasonably current valuation of the premises which would be the basis 
for calculation of rental at a normal rate of return expected by an investor. This 
calculated rental could then be compared with the actual rental for that station 
to determine a less accurate computation of subsidy. 


Accordingly in question 10 to have some guides for valuation of the land or 
the site we asked the oil companies for information about the year or years the land 
was acquired, the price paid for each parcel acquired, and the total land cost. 
We also asked for the 1965 land assessment. The oil company was requested to 
give its best estimate of the current market value of the land alone. 


With respect to buildings, some outlets have new buildings other outlets have 
old buildings, and in the case of some old buildings there has been a continuous 
process of renovation or modernization which almost amounts to rebuilding. Ac- 
cordingly with respect to buildings we asked for the building cost and the year of 
each expenditure, coupled with the cost of major additions or improvements and 
the year of expenditure in each case. We also asked for the cost of equipment 
installed and for the approximate total cost of the buildings and equipment. The 
company was asked to provide the 1965 assessed values of the improvements at 
each station, the amount of insurance on the buildings and equipment on each 
station and the oil company was requested to give its best estimate of the present 
market value of the station including lands, buildings and equipment. 


With this kind of information about each service station from the oil compan- 
ies the Committee considered that an approximate valuation could be arrived 
at and a rental could be computed based on this valuation which could be com- 
pared with the rents actually paid and collected for that station. 


Question 5 asked for the rental rates specified in the lease applicable to the 
station during 1965. Question 6 and 7 asked for the annual gallonage sold to the 
station over the five year period from 1961 to 1965 and question 7 asked for the 
dollar amount of rent collected by the oil company from the lessee during the 
same period. 
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CHART 25 


RENTAL SUBSIDY- ALBERTA 1965 
(CENTS PER GALLON) 


WHERE ‘CARTEL’ COMPANY HOLDS HEAD LEASE 
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SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 


Table 16. 

Rental Subsidy (Cents Per Gallon) Where “Cartel” Company Holds Head Lease — Alberta, 1965 
Gallonage Average Rent Average Average 

Range No. of Average Collected Rent Paid Subsidy 
('000 Gals.) Outlets Gallonage From Operator by Oil Company 

0- 50 31 27,807 4.78c 11.52c 6.74c 
50 - 100 72 76,053 2.25 5.88 3.63 
100 - 150 83 122,841 1.87 4.40 2.53 
150 - 200 53 168,656 1.83 3.31 1.48 
200 - 250 24 223,736 1.58 2.74 1.16 
250 - 300 15 280,187 1.47 2.40 0.93 
300 - 350 6 310,441 1.14 2.16 1.02 
350 and up 9 480,755 1.08 1.78 0.70 

293 

Overall Average 140,731 1.78¢ 3.71¢ 1.93¢ 


Source: Questionnaire 11. 
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In several cases the answers to the general rental questionnaire indicated 
that rentals were based on the oil company’s estimates of the profits or the busi- 
hess opportunity of the lessee. Accordingly question 8 asked for the oil company 
estimate of the net profit of the lessee for the same five year period. 


Although the quality of the data produced by the various oil companies in 
response to questionnaire 11 varied greatly, the data clearly confirmed the 
findings of our lessee interviews, namely — that there is a substantial rental sub- 
sidy to most lessees and that the subsidy is greater in lower volume stations. 


The Committee did various calculations, using different valuations such as 
oil company estimates of market value, oil company cost figures, and assessed 
values of lands and of buildings converted to fair actual value. The Committee 
used various rates of return for invested capital within normal ranges. 


In general although the rate of subsidy varied, depending on assumptions of 
value and assumed rates of return on investment, the calculations confirmed that 
a rental subsidy exists in large numbers of outlets, and that the rate of subsidy is 
higher in low volume outlets. 


In oil company questionnaire 20 we asked the oil companies for parti- 
culars of the expenses actually incurred in their employee operated stations. Each 
company prepared a separate report for each station. 


A subsidiary of one of the “cartel” companies placed the following note on 
each report submitted: 


“It must further be noted that full occupancy costs have been charged and un- 
doubtedly exceed the rent which would be obtained from a lessee”. 


This statement appears to confirm that lessees generally do not pay “full occup- 
ancy costs” and that the oil company subsidizes them. 


The existence of a rental subsidy aggravates four problems about which re- 
tailers complain— 


(a) the rent subsidy helps to maintain inefficient low volume stations in 
business which can’t afford to pay an economic rent, but which reduce 
the volume available for other outlets; 


(b) owners of service stations who compete with lessees pay the same price 
for petroleum products, but the owner does not have the benefit of the 
subsidy of 2c, 3c or 4c per gallon which gives the lessee a tremendous 
competitive advantage in a business where the total mark up is only 8c 
per gallon and the operator’s profit is approximately 1c per gallon; 


(c) the lessee’s complaints about frequent rent increases originate from the 
fact that the oil company wants to reduce its subsidy as quickly as the 
increases in volume sold by the lessee enable a reduction of the subsidy; 
and 


(d) a rental subsidy of 2c or 3c per gallon benefits an operator as much 
as a price reduction of 2c or 3c per gallon, and there are complaints of 
discrimination where one lessee gets a greater subsidy than another, 
and where the oil company gives a subsidy to lessees which it does not 
give to owners selling the same brand of products. 


Some results from this questionnaire are indicated on the following tables. 
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Table 17. 


Rental Subsidy Where Oil Company Holds Title 
Calculated on Oil Company Estimate of Current Market Value 


Annual Amount 
Oil Company Allowed for Rent Paid 


Estimate of Depreciation by 
Current Market and Return Operator to Subsidy in Annual Subsidy in 
Value on Investment Oil Company Dollars Gallonage _Cents/Gallon 
$ 85,000 $ 8,500 $3,800 $ 4,700 185,000 2.54¢ 
75,000 7,500 2,400 5,100 151,000 3.38 
50,000 5,000 1,800 3,200 105,000 3.05 
70,000 7,000 4,150 2,850 192,000 1.48 
90,000 9,000 3,780 5,220 173,000 3.02 
200,000 20,000 3,000 17,000 199,000 8.54 
35,000 3,500 1,300 2,200 97,000 oe 
75,000 7,500 3,000 4,500 221,000 2.04 
98,700 9,870 3.784 6,086 184,840 Bhs, 
80,000 8,000 3,762 4,238 147,150 2.88 
47,000 4,700 2,247 2,453 49,840 4.92 
46,500 4,650 1,900 AOU 84,960 3.24 
40,500 4,050 1,540 2,510 109,074 2.30 
54,300 5,430 2,258 B72: 136,325 233 
55,000 5,500 2,017 3,483 69,678 5.00 
125,500 12,550 4,025 8,525 142,919 5.96 
35,000 3,500 LS 1,985 64,975 3.06 
44,100 4,410 2,889 1521 168,900 0.90 
85,200 8,520 13937 6,583 122,460 5.38 
105,000 10,500 4,200 6,300 184,215 3.42 
70,000 7,000 3,203 3,797 136,190 279 
86,200 8,620 2,089 6,531 925 15 7.07 
34,000 3,400 1777 1,623 29,500 5.50 
76,600 7,660 3,763 3,897 153,900 D3 
68,800 6,880 2,098 4,782 95,675 5.00 
59,200 5,920 2,056 3,864 128,485 3.01 
62,500 6,250 2,863 3,387 115,785 2.93 
113,300 11,330 4,567 6,763 176,875 3.82 
72,000 7,200 3,016 4,184 115,320 3.63 
81,575 8,158 2,342 5,816 191,730 3.03 
Source: Gasoline Marketing Enquiry Records. 
Table 18. 
Rental Subsidy Calculated on Station Cost 
Annual 
Amount 
Allowed for 
Depreciation 
Interest on Subsidy in 
Investment Annual Annual Cents 
Station Cost etc. Rent Subsidy Gallonage Per Gallon 
$138,322 $13,832 $4,400 $ 9,432 259,000 3.64c 
525/51 5,275 1,518 SeiBY! 148,000 2.54 
84,119 8,412 600 7,812 145,000 eel) 
113,785 11,379 4,800 6,579 242,000 P21 fp) 
189,075 18,908 3,000 15,908 199,000 7.99 
40,463 4,046 1,540 2,506 109,074 2.30 
52,295 5,225 2,258 2,967 136,325 2.18 
REP Ab) Si? 2,017 35355 69,678 4.82 
48,124 4,812 1,515 3,297, 64,975 5.07 
49,352 4,935 e922 3,013 100,075 3.01 
42,026 4,203 2,250 1,953 91,370 2.14 
82,645 8,265 1,500 6,765 148,385 4.56 
113,918 115392 1,055 10,337 105,832 9.81 
79,035 7,904 1,596 6,308 117,580 5.36 
89,642 8,964 1,367 USES 64,950 11.70 
92,926 9298 4,100 5,193 32,209 16.12 


Source: Gasoline Marketing Enquiry Records. 
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Average Rent in Cents per Gallon classified by Brand 


In question 96 we requested the oil companies to divide the total dollar rental 
received from all lessees by the total gasoline gallonage sold through service sta- 
tions operated by lessees to obtain an average rental in cents per gallon. These 
results showed a high degree of uniformity between companies of the same class. 


Average Rent in 


Class of Company Cents Per Gallon 
pCartclas brand: Companies ee 1.87c 
pOrmer terand*Compaiies 9..0)..%...5 meee. 1.90c 
OMe Drandiac Giipanicssen, at eee eee 1.28c 
All Companies (weighted average) ............. 1.85c 


In the service station rental reports relating to each station provided by the 
oil companies in reply to questionnaire No. 11, the companies similarly advised 
us of the dollar amounts of rental received and the total gasoline gallonage sold. 
These totals differed from those provided in answer to question 96. The average 
rent in cents per gallon derived from using these figures is as follows: 


Average Rent in 


Class of Company Cents Per Gallon 
Cartel Brand Companies... saeanes. ee TesQe 
sOther “Brand Companies... eae ioc 
OligbrandsCompanics, a eee 2.06c 
All Companies (weighted average) ree S2C 

Table 19. 


Rent as a Percentage of Oil Company Estimates of Dealer Profit 


Oil Company 1966 


Oil Company 1966 Estimate of Rent as a 
Estimate of Actual Net Profit Percentage of 
1965 Profit 1965 Rent Before Rent Profit Before Rent 

$ 4,800 $2,400 $ 7,200 33.3% 
15,700 6,330 22,030 28.7% 
9,400 ES) 15,335 38.7% 
5,000 WSBT 12337 59.5% 
13,000 5,100 18,100 28.2% 
13,000 5,110 18,110 28.2% 
4,300 1,200 5,500 21.8% 
14,000 6,360 20,360 31.2% 
10,000 6,200 16,200 38.3% 
12,000 6,000 18,000 33.3% 
8,700 2,850 11,550 24.7% 
9,200 3,600 12,800 28.1% 
7,000 5,580 12,580 44.4% 
13,800 4,960 18,760 26.4% 
6,500 5,400 11,900 45.4% 
10,000 6,420 16,420 39.1% 
11,000 4,500 15,500 29.0% 
10,800 4,800 15,600 30.8% 
7,000 1,800 8,800 20.5% 
11,400 5,220 16,620 31.4% 


Actual Rent appears to be in the range of 20% to 45% of the oil company estimate 


of the Dealer’s Profit. 
Source: Questionnaire 11. 
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Average Rent by Gallonage Range, Leased Stations — Alberta, 1965 


Gallonage 


15,000- 30,000 
30,000 - 60,000 
60,000 - 90,000 
90,000 - 120,000 
120,000 - 180,000 
180,000 - 240,000 
240,000 - 360,000 
360,000 - 480,000 
480,000 - 600,000 


Source: Questionnaire 11, Question 53(7). 


Average Rental Subsidy by Annual Gallonage Category (Cents Per Gallon) 


“Cartel” Outlets 


Other Outlets 


Gallonage Range 


0- 7,000 
7,000- 15,000 
15,000- 30,000 
30,000 - 60,000 
60,000 - 90,000 
90,000 - 120,000 
120,000 - 180,000 
180,000 - 240,000 
240,000 - 360,000 
360,000 - 480,000 
480,000 - 600,000 
600,000 - 720,000 
720,000 and over 


Table 20. 


No. of Stations 


Table 21. 


gallons 


Average Rent 


$ 963.00 
1,092.00 
1,296.00 
2,146.00 
3,117.00 
4,029.00 
4,939.00 
5,751.00 
7,913.00 


Average Subsidy 
47.56c per gallon 


Seb 
5.62 
4.03 
4.72 
2.67 
2.24 
2.48 
1.62 
137 
1.16 
0.94 
0.14 


Average Subsidy for All companies — 2.95c per gallon 
Source: Gasoline Marketing Enquiry Records. 


Table 22. 


Average Rental Subsidy by Annual Gallonage Category 


Gallonage Range 


0- 7,000 
7,000- 15,000 
15,000- 30,000 
30,000 - 60,000 
60,000 - 90,000 
90,000 - 120,000 
120,000 - 180,000 
180,000 - 240,000 
240,000 - 360,000 
360,000 - 480,000 
480,000 - 600,000 
600,000 - 720,000 
720,000 and over 


0- 7,000 
7,000- 15,000 
15,000- 30,000 
30,000 - 60,000 
60,000 - 90,000 
90,000 - 120,000 
120,000 - 180,000 
180,000 - 240,000 
240,000 - 360,000 
360,000 - 480,000 
480,000 - 600,000 
600,000 - 720,000 
720,000 and over 


gallons 


gallons 


Source: Gasoline Marketing Enquiry Records. 
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Average Subsidy 


130.47c per gallon 
34.25 


7.47 
DD 
5.04 
2.97, 
2.38 
2.58 
57 
1.48 
1.30 
0.94 
0.92 


32.71c per gallon 
Me ye! 


4.70 
3217 
4.20 
2.30 
ey 
0.35 
2.41 
- 0.43 
- 0.22 


-0.57 


Part 4 


Determining Rent and Rental Subsidy 


One oil company submitted the following calculation to indicate how it 
determined its rent for a service station and the resulting rental subsidy. 





GasolinemGationage #f.........i.cclOAWt. PPD ec: oduct ecco 96,000 
Sales/ratio,.gasoline sales to other sales, a.ntha-n.........tetg tn: 70/30 
Gross Profit Monthly Annual 
Dealer gross profit — gasoline .................... _ © (9:20.00 $ 6,840.00 
Dealer gross profit — other sales ................... 570.00 6,840.00 
GrossMpprotit Pa.2 25.4 MOAR sca: $1,140.00 $13,680.00 
Expenses Monthly Annual 
Meat, dient & power! 629s. Meet... oben /0.00 $ 840.00 
Maintenance”. 2a-<..... 26. n0e SMG AR onc. s 20.00 240.00 
feetoneruck: 2. Pho... a4 ee! i) 40.00 480.00 
Labor (excluding operator) ....................... 300.00 3,600.00 
Accounting & miscellaneous ...................... 50.00 600.00 
Total (ccm Ate. AMORME. oo: 480.00 5,760.00 
Income requiredaby dealer)... .6s.16.......... 500.00 6,000.00 
Balance available to pay rent... .... 160.00 1,920.00 
$1,140.00 $13,680.00 
Capital cost of Service Station and Equipment $70,000.00 


Cost of money invested in Service Station 
Cf ch Byam awa ath eet es Ad Soc $5,800.00 


Taxes, insurance, maintenance and brand sign 1,500.00 





Occupancy cost (desire to recover) ................. $7,300.00 
Actual recovery on account of occupancy ....__ 1,920.00 
Annual Rental subsidy ............... ai, ede $5,380.00 


Annual Rental subsidy $5,380.00 
Annual gallonage 96,000 





= 5.60c per gal. 
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Table 23. 


Land Value compared with Building and Equipment Value, Urban Service Stations 


Oil Company 
Estimate of % 
Current Market of 
Value (Land) Total 
$ 30,000 30% 
30,000 40 
45,000 60 
35,000 35 
200,000 80 
45,000 53 
45,000 47 
30,000 40 
35,000 58 
20,000 50 
45,000 50 
60,000 45) 
35,000 70 
75,000 60 
50,000 37 
150,000 75 
50,000 51 
7,000 ile 
55,000 69 
20,000 43 
20,000 43 
10,000 44 
95,000 76 
20,000 Sif 
35,000 62 
45,000 53 
50,000 48 
30,000 43 
5,000 16 
15,000 52 
46,233 55 


Source: Gasoline Marketing Enquiry Records. 
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Land value averages 55% of total service station value 


Oil Company 
Estimate of 
Current Market 
Value 


(Buildings & Equipment) 


$70,000 
45,000 
30,000 
65,000 
50,000 
40,000 
50,000 
45,000 
30,000 
20,000 
45,000 
20,000 
15,000 
50,000 
85,000 
50,000 
48,700 
35,000 
25,000 
27,000 
26,500 
12,800 
30,500 
15,000 
21,300 
40,200 
55,000 


Average Costs 


37,600 


% 
of 
Total 


45 


Total Oil 
Company Estimate 
of Current 
Market Value 


$100,000 
75,000 
75,000 
100,000 
250,000 
85,000 
95,000 
75,000 
65,000 
40,000 
90,000 
80,000 
50,000 
125,000 
135,000 
200,000 
98,700 
42,000 
80,000 
47,000 
46,500 
22,800 
125,500 
35,000 
56,300 
85,200 
105,000 
70,000 
32,200 
28,800 


83,833 
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Table 24. 


Land Costs compared with Land Value, Urban Service Stations 


Oil Company 
Estimate of 

Year Land Land Current Market Percent 

Acquired Cost Value of Land Increase 
1959 $ 8,195 $ 30,000 266% 
1959 25,000 30,000 20 
1959 40,144 45,000 12 
1957 19,161 35,000 83 
1955 20,000 45,000 125 
1957 23,360 30,000 28 
1928 6,500 60,000 823 
1930 8,775 35,000 299 
1929 29,131 75,000 157 
1952 2,417 50,000 1969 
1960 15,145 30,000 98 
1956 24,779 50,000 102 
1929 1,500 35,000 2233 
1955 5,115 50,000 878 
1935 1,000 30,000 2900 
1949 26,406 70,000 165 
1935 9,000 75,000 733 
1928 46,021 350,000 660 
1951 8,000 35,000 338 
1944 31,083 45,000 45 
1944 3,820 30,000 685 
1940 1,399 50,000 3474 
1945 2,099 41,000 1853 
1940 4,147 40,000 865 
1939 yy) 75,000 2224 
1929 3,512 35,000 897 


Source: Gasoline Marketing Enquiry Records. 


In the service station investment: 
(a) the land portion usually appreciates in value 


(b) the buildings and equipment portion depreciates rapidly 
The land investment has a continuing value which can be recovered on sale. 


The buildings and equipment investment has a temporary value which should 
be recovered during their useful life. 
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CHAPTER 11. PREMISES OCCUPIED BY PRIVATE OWNERS, 
COMMISSION AGENTS AND EMPLOYEES 


(1) Premises Mortgaged to Oil Company (Owner Financed) 


When classifying retail outlets by type of ownership and operation, “owners 
financed” were classified as being the owners of their retail business premises who 
have borrowed money from an oil company and granted security by way of mort- 
gage on their business premises. 


There are 416 owners financed, being 13.3% of all retail outlets. Owners 
financed sell 12.6% of the gasoline sold at retail. 


Most of the owners financed are outlets classified as “service stations’. The 
gallonage of many of them is in the general vicinity of 100,000 gallons per year. 
They are usually well located in a community with a potential for greater gallon- 
age. 


In the ordinary relationship between mortgage lender and the borrower, the 
mortgage lender is primarily interested in two basic concerns, namely— 


(a) adequate security so that the lender can enforce repayment of the 
amount owing if the need arises; and 


(b) a reasonable interest return on the money loaned. 


In the oil company “mortgage” these concerns are apparent but appear to be 
secondary to the prime purpose. The “mortgage” is used as a tool for controlling 
the marketing of the oil company products. Like the document entitled a “lease” 
the document entitled a “mortgage” is a multi-purpose contract which has signifi- 
cant clauses dealing with matters other than the security for the monies invested 
and the repayment of the monies invested. There are clauses in the “mortgage” 
which give the oil company a large measure of control of the business of the 
borrower— 


(a) requiring the borrower to sell products supplied by the lender; 


(b) restricting the borrower from selling products that compete with the 
lender’s products; and 


(c) controlling what products the lender may advertise on the premises. 


This is illustrated by the following clause extracted from a “mortgage” that 
one oil company uses in Alberta. 


“The mortgagor . . . covenants and agrees with the mortgagee that so long as any 
monies are outstanding under this mortgage or any extension thereof and in any 
event for a period uphto and. including the! a.ee see eee 
the lands and premises shall be used primarily for the purpose of a garage and/or 
service station and insofar as petroleum products are concerned for the sale and 
handling of and dealing in the petroleum products of the mortgagee as and when the 
same shall be offered for sale by the mortgagee to the dealer trade and that the 
mortgagor will purchase from the mortgagee exclusively and no other. All such 
petroleum products which may be sold or othewise dealt with on or about the lands 
and premises herein, paying for such petroleum products the regular dealer prices 
of the mortgagee at the time of such purchase. In the interpretation of this clause 
“mortgagee” shall continue to mean (name of oil company) and the provisions 
hereof shall remain binding on the mortgagor nothwithstanding any assignment, 
transfer, reassignment or other dealing with this mortgage by the mortgagee or its 
successors.” 


Once the money has been borrowed, the borrower is unable to pay off the money 
in advance with a view to being relieved of his obligation to exclusively purchase 
the products of the lender of the money. This is provided for by the following 
clause of the mortgage— 


“PROVIDED ALWAYS it is hereby agreed that the mortgagor making the pay- 
ments for principal interest and taxes punctually at the times hereinbefore appointed 
and observing and performing all the covenants and agreements on his part herein- 
before mentioned shall have the privilege at any time after five years from the date 
hereof and prior to the maturity of this mortgage of repaying the whole balance of 
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principal monies hereby secured SAVE AND EXCEPT the final sum of Two 
Hundred ($200.00) Dollars on payment of interest down to the date of such repay- 
ment without notice or bonus in that behalf; it being understood and agreed that 
the said final sum of Two Hundred ($200.00) Dollars of principal money hereunder 

a not be paid and need not be accepted by the mortgagee until the ............... 
Although this document is a “mortgage” it obviously goes much further than 
the conventional mortgage used by an ordinary investor or lender who simply 
wants his money back with a reasonable rate of interest. Long after the borrower 
is ready, willing and able to repay all principal and interest owing he is nevertheless 
bound by the obligation to exclusively purchase the products of the oil company. 


The mortgage is generally reinforced by other contracts which may be entered 
into between the parties either before or after or at the same time as the taking 
out of the mortgage. For instance, rather than buying equipment with the monies 
borrowed, the dealer is usually happy to borrow equipment from the oil company 
under an “equipment loan agreement” which enables the dealer to get the use of 
some items of equipment without the necessity of buying it. The “equipment loan 
agreement” of course contains exclusive buying provisions which are independent 
of those contained in the land mortgage. 


In many cases the “owner financed” reported to the interviewers that the 
oil company had encouraged him to modernize his premises and had offered to 
loan him money for this purpose indicating that this would improve his compet- 
itive position and probably increase his gallonage. 

The mortgage he took extended over a period of 20 or 25 years which was 
frequently close to the remaining business lifetime of the owner. 


After the owner has struggled hard to meet his heavy payments of principal 
and interest on the mortgage for a few years, he can see little prospect for improve- 
ment of his financial situation during the remaining years he has in business. He 
has no possibility of changing oil company suppliers until the period specified in 
his mortgage expires. He is in competition with lessees around him whose rent is 
subsidized and accordingly they have a far lower occupancy charge than the pay- 
ments of principal and interest he is required to meet. The owner pays the same 
price for his petroleum products as competitive lessees, but he gets none of the 
fringe benefits that these lessees receive in the way of subsidized rental and con- 
tinuous renovation and improvement that the oil companies carry out on their own 
premises. 

At this stage the “owner financed” begins to feel that the only way he can 
be relieved of his obligations and get any money out for himself is to sell his busi- 
ness. 

The oil company by offering an attractive price which gives the owner a 
capital gain, combined with an offer by the oil company to lease the premises to 
the operator at a rental substantially less than the principal and interest payments 
on his mortgage, suggests a solution which has many attractions. It enables the 
operator to get his money out now while at the same time he can continue in busi- 
ness in the same location as a lessee with a smaller occupancy charge. If the 
restriction contained in his mortgage on purchase of products has a long time to 
run, other potential purchasers may not be interested. He feels that the obligation 
to purchase exclusively from the one oil company would be no more onerous under 
the proposed lease than it is under his existing mortgage which binds him as far 
into the future as he cares to look. 

Accordingly the borrowing of money from the oil company by way of mort- 
gage leads first to a substantial measure of control of the owners business by the 
oil company, and ultimately in many cases leads to purchase of the business by 
the oil company. 


(2) Premises Owned By Operator (Owner Not Financed) 


When classifying retail gasoline outlets by type of ownership and operation, 
“owners not financed” were classified as owners of their own retail business prem- 
ises not mortgaged to an oil company. In Alberta there are 1,285 “owners not 
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financed” being 40.9% of all retail outlets. Although such outlets are numerous 
they only sell 17.6% of the total gallonage sold at retail. 


A high percentage of these outlets are classified as “other businesses with 
some gasoline sales” such as an automobile dealer, an implement dealer, a general 
store, etc. 


The gallonage of such outlets averages about one-quarter of the gallonage 
of the average service station selling the same brand. Usually the owner derives 
the majority of his income from some other business and he supplements this with 
his income from gasoline sales. 


The gasoline sales are so low that the oil company is usually not interested 
either in acquiring the outlet, or in providing funds by way of mortgage to im- 
prove and modernize it. 


The owner will have signed a dealership agreement or franchise agreement 
requiring him to purchase exclusively the products of one oil company, and there 
may be some other agreements such as equipment loan agreements or agreements 
relating to the supply of tires or batteries. 

As the volume is not large, the oil company sales representative calls infre- 
quently, perhaps only two to four times per year, and in cases with very low gal- 
lonage he may call only upon request. 

The oil company has no interest in the premises from which the business is 
conducted, and the owner experiences a minimum of oil company interference. 

The owner bears the entire cost of his own premises, and if he is in-a com- 
munity where there are competitive lessees their rents will be subsidized to the 
extent of 2c or 3c per gallon which gives them a substantial competitive advantage. 
The premises owned by oil companies are consantly being renovated and improved 
at no cost to the lessees, which makes the premises more attractive to the motorist 
and contributes to an increase in lessee gallonage and the decline in gallonage 
sold by owners who would have ‘o bear all the cost of their own renovations. 


(3) Premises Occupied by Commission Agents 


When classifying retail outlets by type of ownership and operation “commis- 
sion agents” were defined as service station operators who occupy premises be- 
longing to an oil company and who are remunerated by commissions based on their 
volume of sales. 


There were only 13 such outlets being 0.4% of retail outlets. 


They are strategically located in the cities of Edmonton and Calgary in such 
a way that no motorist in those cities is very far away from one. 


Like the “lease” or the “mortgage” the “retail commission dealer agreement” 
is a multi-purpose contract containing various provisions giving the oil company an 
even larger measure of control of the business than it has in the case of a lessee 
or a mortgagee. Deliveries of consigned products are in such quantities as the oil 
company determines. The ownership of all consigned products remains in the oil 
company until sold by the dealer for the oil company’s account. All sales of con- 
signed products by the dealer are at retail prices fixed by the oil company. The 
dealer is required to keep such records as the oil company may require. The oil 
company may revise commission rates on any product from time to time. 

So far as premises are concerned they are owned by the oil company and the 
dealer is required to clean and maintain them. No improvements or additions 
may be made by the dealer to the premises without the written consent of the oil 
company. The oil company determines where cars may be parked. The oil com- 
pany may erect and maintain advertising signs and the dealer is required to keep 
signs illuminated during hours designated by the oil company. The dealer pays 
the costs of heating, fuel, and telephone. 

The dealer, although he is an agent, is required to pay a monthly occupancy 
charge. The dealer also pays municipal business taxes. The dealer is required to 
provide staff and a standard of service satisfactory to the oil company and the 
employees are required to wear uniforms acceptable to the oil company. 


Page 144 Part 4 


In practically every aspect of the conduct of the business, the commission 
agent has no freedom of choice, but is required to do precisely what the oil com- 
pany requires. 


However, at the end of the contract it is stated that the agent will carry on 
his business “as an independent contractor in the pursuit of an independent calling 
and not as an employee or servant of” the oil company. 


The premises are owned by the oil company, and controlled by them under 
this contract. Every significant aspect of the business is subject to the direction 
or control of the oil company. For all practical purposes the oil company owns 
and controls the outlet and its operation to the same extent as it would if it oper- 
ated the outlet with its own employees. However, by the terms of the contract the 
“agent” agrees that he is not an “employee” but is an “independent contractor’ 
which relieves the oil company of the liabilities it might have if he were in law 
their “employee or servant’. 


Although the commission agent at his own expense is required to invest in 
tools and miscellaneous equipment not furnished by the oil company and may also 
have an investment in stock-in-trade purchased from the oil company for re-sale, 
nevertheless, the contract can be terminated and the commission agent can be 
out of business on ten days notice. 


(4) Premises Occupied by Employees 


When classifying retail outlets by type of ownership and operation, ‘“em- 
ployees” were classified as service station operators occupying a service station 
belonging to an oil company, who are employees of the oil company and remun- 
erated by salary. 


There are only 10 of such outlets in the province being 0.3% of all outlets. 


So far as the premises are concerned they are owned by the oil company and 
operated by their employees in accordance with their instructions. 


Usually such outlets are city outlets, operated as a model of the policies that 
the oil company would like to see used in all other outlets selling its brand prod- 
ucts. Such outlets may be used for the training of new operators, and to exper- 
iment with and demonstrate procedures that the company would like other oper- 
ators to institute. 
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CHAPTER 12. PETROLEUM PRODUCTS AND DEALER FRANCHISE 
AGREEMENT 


As a general rule a service station or other retail gasoline outlet handles the 
brand name products of one oil company only. 


It is customary in the gasoline marketing business for the supplier to request 
the retailer to enter into an agreement known as a Dealership Agreement or a 
Franchise Agreement. This agreement is more than just a simple agreement to buy 
products and pay for what is bought. Normally this agreement contains pro- 
visions, 


(a) that the dealer will continuously and exclusively purchase the brand 
name products of the oil company and that he will not deal in petroleum 
products of any other brand; 


(b) that the company will supply the dealer’s entire requirements of gaso- 
lines, motor oils, greases, etc.; 


(c) that the term of the agreement will cover a period of several years with 
automatic renewals for a further term of years. 


The refineries in Alberta are owned by four companies which have similar 
policies in marketing. Where there are a limited number of marketers, and all 
use exclusive buying contracts, the prospective retailer has to sign such a contract 
because he has no choice of any other source of supply on different terms. 


The result is that each outlet sells the brand name products of one company 
only, and is usually bound to do so for a term of years. The outlet is accordingly 
tied to a single supplier. The operator is bound by his contract to buy at the oil 
company’s current posted price in effect from time to time, so he is unable to 
switch brands if price inducements are offered, and he is unable to take advantage 
of any opportunity to buy at a lower price that might arise from another source. 


In a system where practically every retail outlet is bound by contract ties to 
purchase exclusively from a particular supplier for a period of years, there isn’t 
any possibility of effective price competition between oil companies in sales to 
retailers. 


There is nothing to be gained by one oil company lowering its price to retail 
outlets because practically all outlets are bound to purchase exclusively for a 
term of years from a single oil company, and a reduction in posted dealer 
price couldn’t attract any dealer gasoline volume because all dealers are tied. 


The oil company dealership agreement with its service station operator has 
some similarity to a franchise agreement. However, in a franchise agreement one 
of the parties usually agrees to handle a product of a certain brand exclusively, 
in exchange for which he obtains an exclusive territory in which no other person 
will be granted a franchise for the same product. 


In the case of the oil company and the service station operator, the franchise 
agreement is one sided, in that the operator undertakes to sell the oil company’s 
branded products exclusively, but the oil company does not give him an exclusive 
territory in return. An example from the Committee’s investigations may serve to 
illustrate the problems that may arise as a result. 


An operator who owned his own service station had entered into the usual 
dealership agreement with an oil company requiring him to buy exclusively the 
products of that oil company. He had a good location and reasonable volume, and 
his facilities and staff appeared to be more than adequate to give service to the 
customers available. On various occasions the oil company representative indi- 
cated that the company would be prepared to buy the location, but the owner 
was unwilling to sell. The oil company also offered to loan money to the operator 
to modernize or enlarge his station, but he was reluctant to borrow money as he 
regarded his existing facilities as satisfactory to serve his customers efficiently. 
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Shortly afterwards the oil company acquired a new station very close to his 
location on the same arterial road. The service station operator is unable to change 
to the brand of another oil company because of his dealership agreement which 
requires him to purchase exclusively for a term of several years the products of 
the oil company. The available business for the brand of gasoline which he is 
bound to sell has been effectively cut in half at his location because the volume 
is shared with the new station. The owner operator’s income has been seriously 
reduced. 


The lessee operator of the new station also has inadequate volume to produce 
a reasonable income but he receives a substantial rental subsidy from the oil 
company. The oil company will keep the new station open with a succession of 
lessees and the owner operator who is now making an adequate living will ulti- 
mately go bankrupt or sell. His business and his premises have been drastically 
reduced in value by reason of the drop in volume, and his contract ties with the 
oil company limit his freedom either to continue in business by selling another 
brand or to dispose of his premises to a competing oil company. The building of 
the new station has caused him both an income loss and a capital loss. 


It seems clear that oil companies build too many service stations, and al- 
though they require their dealers to handle their products exclusively, no exclusive 
territory is given in return. 


Perhaps local governments which desired to avoid the blight resulting from 
uneconomic service stations, or closed service stations could exercise the power 
or be granted the power to limit the number of licenses they would issue to outlets 
selling a particular brand of petroleum products. For instance if a city limited 
service station licenses to one outlet for each brand for each 10,000 of population 
(or 12,000 or 15,000), the public could be adequately served and there would be 
enough volume per outlet that station closures would be reduced and problems 
arising from uneconomic stations would be minimized. A license of a local govern- 
ment, if based on a minimum population standard would give to the licensed oper- 
ator protection comparable to a franchise. 
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CHAPTER 13. TIRES, BATTERIES, ACCESSORIES AND OTHER 
MERCHANDISE 


(1) Historical Development of T.B.A. Marketing 


In origin, the prime concern of the oil company was to arrange for the re- 
tailing of its refined petroleum products. 


However, the service station operator retailing petroleum products found that 
he could substantially increase his income by using his premises for the retailing 
of other merchandise as well. 


At first the other merchandise was primarily related to the automobile. It 
consisted of tires, batteries, automobile accessories and automobile repair parts. 


The next step was to handle merchandise that was likely to be bought by the 
motorist, though not directly related to his automobile. This opens a much broader 
field and includes such items as camping supplies, sporting goods, and a host of 
other items that a motorist may be tempted to buy while waiting for his car to be 
serviced. 


Just as the service station operator saw an opportunity to supplement his 
income by retailing other merchandise, the oil companies also saw an opportunity 
for additional profit by becoming involved in the supply of such merchandise to 
the service stations which already were buying their petroleum products. 


Initially most service station operators handled such other merchandise as 
they themselves chose and they selected the suppliers from whom they bought. 
However, to an increasing degree the oil companies now are designating the other 
merchandise which service stations retailing their brand name petroleum products 
will handle, are designating the supplier from whom they will be purchased, and 
are participating in the profit realized from such other merchandise. 


Accordingly the merchandise handled by service stations is now purchased in 
one of three ways, namely: 
(a) from a supplier suggested by the oil company; or 
(b) from the oil company or a company owned or controlled by the oil 
company; or 
(c) from an independent supplier chosen by the service station operator. 


Oil companies strongly influence service station operators in their choice of 
merchandise to be handled and in their selection of the supplier from whom it 
will be purchased. The oil companies commonly use two types of arrangements 
with service stations for this purpose, namely: 

(a) directed buying arrangements; and 

(b) full line forcing arrangements. 

Under directed buying arrangements the oil company agrees to sell its petro- 
leum products or to lease its service station on the condition that the dealer pur- 
chase designated types of merchandise from a supplier specified by the oil com- 
pany. 

Under full line forcing arrangements, the oil company agrees to sell its petro- 
leum products or to lease its service station on the condition that the dealer will 
purchase a full line of merchandise designated by the oil company. 


The oil companies reinforce such arrangements by other practices. Oil com- 
panies use their brand name advertising to educate the motorist to expect that a 
certain line of merchandise will be available at service stations selling the oil 
company’s brand of petroleum products, which tends to compel the dealer to 
stock such merchandise. Similarly the oil company permits its credit cards to be 
used by the motorist to purchase designated brands of merchandise, which again 
tends to compel the service station operator to stock those brands. 

Equipment may be loaned by the oil company to the service station on the 
condition that it only be used for dispensing designated products. The lease of 
the premises or a separate advertising agreement may provide that the operator 
can only advertise or display on the premises items approved by the oil company. 

The oil company having influenced what merchandise service stations will 
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buy, by means of directed buying, full line forcing, brand name advertising, credit 
cards, and numerous other devices, then profits from the supplying of the design- 
ated types of merchandise in one of two ways, 


(a) by market access arrangements with the manufacturer or supplier of 
the merchandise; or 


(b) by manufacturing the merchandise or by buying the merchandise in 
large quantities from manufacturers and reselling to its service stations. 


A market access agreement is an agreement between the oil company and a 
manufacturer or supplier of some other merchandise such as tires or batteries, 
under which the manufacturer or supplier of the other merchandise is given ex- 
clusive or preferred access to the “captive” or “fenced in” market consisting of 
the service stations under the control of the oil company in exchange for a com- 
mission or share of the profit on all sales of the merchandise to the service station 
dealers constituting that market. 


In 1966 the Federal Trade Commission of the United States received a re- 
port from its staff entitled “Economic Report on the Manufacture and Distribution 
of Automotive Tires’. Pages 36 to 38 of that report dealing with oil companies 
read as follows: 


Service stations are the largest group of tire outlets. Although few individual stations 
sell very many tires, their large number (211,000 were reported in the 1963 Census) 
makes them important, and they account for nearly one-fourth of all tires sold. 
They have the advantage of seeing their customers more frequently than other tire 
dealers, so they are in a better position to encourage tire sales at the appropriate 
time. In addition, credit is often already established through credit cards, which 
lessens delay and other inconveniences which might occur when the buyer is un- 
familiar. The service stations themselves receive their tires either through regular 
wholesale channels or from the oil companies whose gasoline they sell. 

In the early 1930’s when the major oil companies converted their “filling stations” 
to automobile “service stations,” it was only natural they should include tires in 
this new concept of merchandising. In many cases the service stations were supplied 
by tire manufacturers through regular wholesalers, but increasingly they were sup- 
plied by the oil companies from which they purchased their gasoline. Figure 8 illus- 
trates the growth of oil company tire sales. From 1 percent of total replacement 
sales in 1929, their share increased rapidly to almost 25 percent by 1948. Since 
that time, the share of oil companies has remained almost constant, at about one- 
fourth of the replacement market. 


Most service stations purchase tires through the TBA (tires, batteries, and acces- 
sories) programs of their oil companies. There are three principal types of TBA 
programs for sale of tires; they may be described as private label, purchase and 
resale, and sales commission. 


Private label sales account for about one-half of the tires sold through oil compan- 
ies. Tires are manufactured by one or more tire companies under contract and the 
oil company accepts complete responsibility for distribution, providing warehousing, 
advertising, billing, and all other distribution functions. The largest selling private 
label is Atlas, sold through the various Standard companies (Humble, American, 
Sohio, California, and others). Other oil companies which sell their own brands 
include Cities Service, Gulf, Mobil, Phillips, Pure, Tidewater, and Union. 


Purchase and resale is another type of TBA plan. In this case the oil company acts 
as a wholesaler of manufacturer branded tires, purchasing tires and reselling them to 
the stations. Again, the oil company performs all distribution functions, except that 
it relies on the tire company to provide both national advertising and point of sale 
materials. 


Sales commission is a third type of TBA program; sometimes this plan is referred 
to as an override contract (or market access agreement). 


Under this plan the oil company undertakes only the functions of a broker with the 
tire manufacturer providing all the basic marketing functions of warehousing, billing, 
and training of personnel in selling its own brands of tires. The individual service 
stations are designated either franchised dealers or associates of a tire company 
franchised dealer. The oil company offers the services of its offices and sometimes 
the joint efforts of its salesmen with those of the tire company. In exchange the oil 
company receives an override commission of from 5 to 10 percent. 


The main difference between the three types of TBA programs is the degree of the 
distribution functions which are assumed by the oil companies — virtually all in 
the case of the private label plan, and almost none with the sales commission plan. 
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Oil companies have adopted TBA programs as a means of increasing their revenues 
and profits over those obtainable from gasoline sales alone. In promoting TBA, 
the oil companies have certain unique advantages. They are suppliers of gasoline 
to a number of small stations under franchise arrangements. In some cases, service 
station operators own their stations and buy gasoline from the oil companies under 
contract: in other cases the stations are owned by the oil companies and leased to 
the operators. Leases between oil companies and dealers generally provide for a 
1-year term and can be cancelled if written notice is given in advance of the ex- 
piration date. Usually as part of the lease arrangement certain standards of oper- 
ation such as neatness, hours of operation, services provided, and adherence to other 
business practices are required. If the station operator fails to maintain required 
standards, then the oil company may terminate the lease at any time. 


In the case of operators who own their stations, contracts with oil companies often 
provide for loan of equipment and other services, in addition to supply of gasoline. 
Even though the operator may own his station, his relationship with the oil com- 
pany is usually close and of importance to him. He benefits from national adver- 
tising of the oil company, and enjoys a certain amount of brand loyalty and good- 
will related to the name of the oil company with which he deals. Cancellation of a 
contract with an oil company is, therefore, a serious matter for an operator, whether 
he leases the station or owns it himself. Besides keeping his contract, it also benefits 
the station operator to maintain a friendly working relationship with the oil com- 
pany, since the company can provide him with technical assistance, training, and 
credit or financial help. 


The relationship of the station operator with the oil company, however, is one in 
which power is centered in the hands of the oil company, often a billion-dollar 
corporation. While the company does not want to lose a great number of dealers, 
the loss of any single dealer means little or nothing. To the individual dealer, how- 
ever, loss of his contract with the oil company can mean serious financial damage. 
For this reason most dealers want to cooperate with the oil company and main- 
tain a good relationship. 


One form which dealer cooperation can take is that of stocking approved tires 
promoted by oil companies under TBA programs. Although service station oper- 
ators have the right to stock any brand of tires, they will in most cases stock the 
recommended brand provided by the TBA program. This does not necessarily mean 
that the station operators are being forced to obtain tires through oil companies’ 
TBA programs; they may simply find it to their advantage to do so. Even in the 
absence of any coercion, the oil company has a marked advantage in promoting its 
brand of TBA tires. The station operator is familiar with the oil company repre- 
sentatives and sees them frequently. Also the recommended brand of tires fits into the 
general selling framework of the station — customers may expect to find Mobil 
brand tires at a Mobil station. 
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(2) Operators complained: 


(a) that they were not free to purchase merchandise their customers wanted 
because of oil company contracts restricting what merchandise the oper- 
ator was permitted to handle: 

(b) that oil company contracts restricted the operator to buying from the 
oil company or a supplier designated by the oil company; 

(c) that the supplier who had the exclusive right to sell to the operator did 
not offer service that was as good, or comparable quality, or as cheap 
a price because the operator was not free to take advantage of com- 
petitive sources; 

(d) that their profit on merchandise was not as great as it could have been if 
the operator was free to buy from sources where better service, quality 
or price were offered; 

(e) that they might lose their leases or their service station businesses if 
they bought from a source other than their oil company or the supplier 
suggested by their oil company; 

(f) that they were not free to stock alternate brands of merchandise to give 
customers a choice or which might result in more profitable business 
for the operator, due to oil company objections and risk of threatened 
penalties. 


The Committee accordingly had to consider such matters as: 

(a) how large is the T.B.A. business? 

(b) what impact does T.B.A. business have on dealer profits? 

(c) how widespread and effective are contract ties directing or restricting 
buying by dealers? 

(d) how are independent suppliers of T.B.A. affected by oil company 
policies of directing the buying of service station operators? 

(e) do oil companies profit on T.B.A.? 


(f) do dealers share in the profits or benefit in lower prices from the oil 
company practice of restricting market access? 


(g) is the system of marketing in the best interests of the public? 


(3) Size of the T.B.A. Market 


T.B.A. is the second largest item of sales volume for service stations in all 
parts of the United States. 


Gasoline accounts for a U.S. average of 76.1% of service station sales and 
T.B.A. accounts for an average of 10.2% of service station sales. 


In various marketing regions of the United States average T.B.A. sales per 
station range from an average low of $9,000 in one region to an average high of 
$14,600 in another region, the average T.B.A. sales per station throughout the 
United States being $12,544.00. This is a range of from 7.8% of sales to 11.4% 
of sales with a U.S. average of 10.2% of sales. 





Items Sold Percentage of Sales 
(U.S. Average) 

GasolineL tartns le. ovelted sold saneieret 76.1% 
LR Bae ey werch. tote a ih 10.2% 
TOULDESaaReMe rate een) ach Me Mere ene ounce, MET 4.6% 
Oineraemercnandisc.. a witeer  et ee . 4.9% 
ide, Sy eT ee ee ee ee 4.2% 

100% 


In some regions T.B.A. comes close to matching combined sales of lubes, 
other merchandise, and labor. In most regions the percentage of sales from 
T.B.A. exceeds sales from any two of the other income sources. 


In the United States the average T.B.A. outlay per vehicle was $92.64. 
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Average T.B.A. Per Station — U.S., 1963 


Number of stations with payrolls reporting T.B.A. sales 0.00.0... Pte, 5,390 
Total T!B.A. sales from! stations swith’ payrollsiee. cetera _ $1,196,598,000 
Average T.B.A. per station .....-1c-.cccncsocteedescogesss ene ne Die Renee ete Rete = ... $12,544 


Average T.B.A. Per Vehicle — U.S., 1963 


Projected) TX B.Ali sales: Seeieteg ete see ct erae eek Jeet eee es 8 $75626,3.40,000 
Number? of "registered S@velticles e..cr..wess 4 -seneeen tres tae mis _ 82,326,000 
Average T.B.A. spending per vehicle <1.0.........:::..01 panasasriees Te MUR Eero $92.64 


Source: National Petroleum News, Fact Book, Mid-May, 1966. 


The financial statements of numerous service stations in Alberta examined 
by Gasoline Marketing Enquiry interviewers when summarized produced averages 
very similar to the U.S. averages. 


Table 25. 
Percentage of Sales by Outlets, Classified by Type of Business Opportunity (Alberta, 1965) 

Urban Urban Highway 

Item Sold Neighborhood Highway Service 
Gasoline facet avocesstiendereessnieds paneer moe oes 10% 72% 84% 
T BAS (ccc ee ee eee ee. ee 16% 15% 8% 
Lanbéswisec:: Sh: deere ee oe eee ee . 5% 4% 3% 
Repair. & Labor ase). Save ance a eee 9% 9% 5% 
100% 100% 100% 


Source: Gasoline Marketing Enquiry Records. 


Oil companies have entered the business of selling T.B.A. 
and other merchandise to service stations. 


There are 11 oil companies which market petroleum products through chains 
of service stations in Alberta. All 11 are engaged in the business of other mer- 
chandise. 


No. of oil companies No. of oil companies which 

which sell merchandise do not sell merchandise, 

Merchandise or grant market and do not grant market 

Marketed Access Agreements. Access Agreements. 

livres). fe >... Be te 11 0 
Batteries Won ke Le ae at 11 0 
Antt Freezemrivic kono 10 1 
ACCessOnies io aiatenet 2 11 0 


Number of Oil Companies in Alberta which:— 


Merchandise Sell Grant Market Both Sell & Grant 
Marketed Only Access Only Market Access Total 
Tirés =..coeeeeeee 4 5 2, 11 
Batteries .......... 5 4 2 1g 
Anti Freeze ...... 10 0 0 10 
Accessories ...... 5 2 4 11 


Oil companies sell to Service Stations many items of merchandise other than 
petroleum products. The oil companies listed the products they sell which include: 
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Products Sold Through Retail Outlets 
Alberta, 1965 


Tires Auto Parts 


Passenger Car 

Tractor & Implements 
Trailer & Scooter 
Truck 

Tire Repair Equipment 


Batteries 


Batteries 

Cables 

Equipment 

Flash Light Batteries 


Accessories 


Cooling System Parts 

Heating System Parts 

Spark Plugs 

Ignition Parts 

Filters 

Shocks 

Bulbs & Headlamps 

Others—Gas Tank Caps, 
Oil Caps, Seals, 
Flashers, Frost 
Shields, Wipers 

Brake Shoes 


Home Products 


Snow Scrapers 


Car Mats ; Garbage Cans 
Flashlights, Lamps, Batteries Brooms 

Litter Baskets Garden Tools 

Mirrors Hats 

Seat Belts Hockey Sticks 

Car Blankets Ladders 

Exhaust Systems Mops 
Fender-Flaps—Skirts Paint & Supplies 
Gauges Glasses (Sun) 

Head Rests Tools 

Hub Caps 

Jacks ‘ i 
ir ee Miscellaneous Merchandise 
Seat Covers Numerous Items 


Source: Questionnaire 12, Question 54(b). 


(4) T.B.A. and Dealer Profit 


The ratio of gasoline sales to the sales of other merchandise and services has 
a very important effect on whether a service station is profitable or not. In general 
these ratios vary with type of location. 


1. A highway location usually affords least opportunity to sell merchandise 
and services other than gasoline. In a highway location the ratio of 
gasoline sales to other would commonly be 90% gasoline to 10% other 
merchandise and services. 


2. An urban station open 24 hours, or a station with mixed highway and 
urban traffic may commonly experience about a 75/25 ratio of gasoline 
sales to sales of other merchandise and services. 


3. An urban station on a major traffic artery could have a sales ratio of 
about 70/30. 


4. The neighborhood station has the greatest opportunity to sell other mer- 
chandise and typically gasoline could represent 65% of sales to 35% 
of other merchandise and services. 


Tables 26, 27, 28, 29 and 30 are sample calculations done by oil companies 
showing the substantial increase in the earnings of a service station operator re- 
sulting from small increases in the ratio of sales of T.B.A. and other merchandise 
and services to total sales. For each 5% increase in the T.B.A. sales ratio there 
is a significant increase in the Dealer’s Net Earnings. It is to be noted in the cal- 
culations that all sales of merchandise and services other than gasoline are in- 
cluded as T.B.A., including repair labor which may be sold at 100% mark-up. 
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Table 26. 
Earnings Increase as T.B.A. Sales Ratio Increases 





% of TBA, Sales *toeT otal "Sales es commer: cern terae on 25% 30% 35% 
Dealer ‘Net "Earnings? 0. Seen Arete $6,300 $7,200 $8,300 
Average Income for Lessee — Company Owned Service Station 
Gasoline Gallonage <..........-- tid ee ee a 501000 150,000 150,000 
Sales. Ration ..4..anteedtss cit ee ee es 65/35 70/30 W/25 

Sales Revenue: 
Gasoline 5... eee cee ea ee es a eae eee 60,000 60,000 60.000 
Other, Mdsemiéc Service ses are eee eee pe eos 500 25,700 20,000 
$92,300 $85,700 $80,000 
Gross Profit: 
Gasoliné»:.a23. SS: eee pie 103300 10,300 10,300 
Other. Mdse: . & .Servicow.seeee eres see ce 14,500 11,600 9,000 











$24,800 $21,900 $19,300 
Operating Expenses: 











Wages (te oe cee ie del he ef: . 10,000 8,800 7,700 

Rént 6.253.555 ee ee ee re 800 2,600 2,400 

Othetue. 3.428 Bee See he. ok Mes 3,700 3,300 2,900 

$16,500 $14,700 $13,000 

Net Earnings before Dealer Drawings . $ 8,300 $ 7,200 $ 6,300 
Note: With current (Dec./66) dealer margins, 

the average income could rise to: .............:.eeeeee $11,600 $ 9,850 $ 8,700 


Increases in the sales ratios of T.B.A. and other merchandise from 25% to 30% to 
35% appreciably increase the net earnings of the dealer. Note: In these sales ratios all sales 
of merchandise and services other than gasoline are included as T.B.A., including repair labor 
which may be sold at 100% mark-up. 


Source: Gasoline Marketing Enquiry Records. 





Table 27. 
Earnings Increase as T.B.A. Sales Ratio Increases 
% of T.B.A. Sales to Total Sales .... : bee waif 25% 30% 35% 
Dealer Net Earnings ...sscoestscsscvenecachesssoras-s-cucioe ape eee . 298.520 $9,700 $11,040 
Average Income for Lessee — Company Owned Service Station 
Gasoline- Gallonaces-u.8. panies 5 250,000 250,000 250,000 
Sales; Ratio as.scdeees.. Oe hee ne dade 65/35 70/30 SY 22S) 
Sales Revenue: 
GASOLINE ine eccthie Ais coin ae convince phe ces a ae am 100,000 100,000 100,000 
Other Mdse. & Service .............. $63. Ri 53,850 42,850 33,330 
$153,850 $142,850 $133,330 
Gross Profit: 
Gasoline .. eT ee. dene eee aa Sere 5 17,100 17,100 17,100 
Other®Mdse® &#Servics@ Ay. 7 ena ae ees ; 24,200 19,300 15,000 
$ 41,300 $ 36,400 $ 32,100 
Operating Expenses: 
WV BCS este RR ais dea RRR ee Aaa res trae 17,500 15,500 13,600 
Renters ee ne ae, eee eee 5,360 4,700 4,180 
Other. gc. cehaecatteas sea eiaatton ve eese are oc ee 7,400 6,500 5,800 
$ 30,260 $ 26,700 $ 23,580 
Net earnings before dealer drawings ...... ....... Swe bba 12040 $ 9,700 $8,520 
Note: With current (Dec./66) dealer margins, 
the average income could rise to: ...............ccce $ 16,870 $ 14,830 $ 13,130 


Increases in the sales ratios of T.B.A. and other merchandise from 25% to 30% to 
35% appreciably increase the net earnings of the dealer. Note: In these sales ratios all 
sales of merchandise and services other than gasoline are included as T.B.A., including 
repair labor which may be sold at 100% mark-up. 


Source: Gasoline Marketing Enquiry Records. 
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Table 28. 
Earnings Increase as T.B.A. Sales Ratio Increases 


Zour T.B:Assalessto, Votals Sales... ills: al. OER, AMIEL ok le ots, 15% 
(All merchandise and services other than gasoline are included as T.B.A.) 

IN) JeDROVHE 51) SM Lae Ci ee i ee ee ee $6,900 
% of, profitzonstotali. sales Maman a. ee A, RO ee Se ee aie. SS 9.4% 


Projected Profit and Loss Statement for a Typical “Highway” Service Station 
Gasoline Gallonage — 150,000 
Annual % of 
Sales Total Sales 
Gasoline Sales (Current Prices assumed: 


Premium 44.9 and Regular 39.9c per gallon) ...........0..0......... $62,400 85.0% 
IM otorge Oils imereee nti: eter a hence n tke tee tas MO, ee a Shed 2,200 3.0 
flires™: Battenies,= Pantsmac PACCESSOries eee ee 5,100 7.0 
TSU DriGd One eo ee er ee ee ee RN ET oo cone te 700 1.0 
EA DOULA SCE VICE eRe RRR tre RUN hk oe cote SCP fete) tetas 3,000 4.0 
EL OSEA TESA Le ES eee re ret re re ee BO See ie ot $73,400 100.0% 





GROSS PROFIT (Sales less cost of products sold — 


Se) INGUES Ineo Th etal WSO, 94) wool sacssveerentoonangemmaesee BA tee $15,400 21.0% 
Less: Operating Expenses: 

Employee Payroll (excludes Lessee or Dealer) 

(Sees Notet Now) re ee ee ee Pe oe eee eat 3 O00 Ay 
Occupancy Costs (Rent or Depreciation and Taxes) . Rhee tate 2,200 3.0 
Other Expenses (Only applicable business expenditures) .............. 3,300 4.5 
LORAGROREWATINGREXEENS ES ieee) eee tn ee $ 8,500 11.6 
NEW ERO EELS (Scem Noten INios:4) mercer ee one eee meee cee ne $ 6,900 9.4% 





NOTES: #1 This level of gross profit is based on present prices and margins. If the generally prevalent 


8.1c per gallon margin on gasoline changes, a corresponding change in gross and net profits 
will occur. 


#2 Effective stock control is essential for a dealer to make this level of gross profit. Hence our 
concern that dealers maintain proper inventory control. 


#3 The Employee Payroll at ‘‘Highway’’ outlets is lower than at other locations as the lessee 
or dealer will require less assistance to provide service to predominantly gasoline customers. 


#4 The ‘‘family’’ income at ‘‘highway’’ outlets is frequently supplemented by revenue from a 
related business such as a restaurant or bulk fuel outlet. 


Source: Gasoline Marketing Enquiry Records. 
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Table 29. 


Earnings Increase as T.B.A. Sales Ratio Increases 


9% of T.B.A. Sales to: Total Saless.c.5 1... tc stenccchecsncysccueescaccses ee ene eee renee ee 30% 
(All merchandise and services other than gasoline are included as T.B. A) 

Net # profit ee oe ee ees sy RN eat en ee $9,500 
%> of profit on total sales o...dic-ssenuctermsesasqrsttierernss oppon=oPiiannnnssip+ denna seen Meennettagem ah Mice 10.75% 


Projected Profit and Loss Statement for a Typical “Neighborhood” City Service Station 


Gasoline Gallonage — 150,000 


Gasoline Sales (Current Prices assumed: 
Premium 44.9 and Regular 39.9c per gallon) —.......-._-__-____ 


Motorid Olls.4 tnx cote seated ete vince tose asec our eae eect 
Tires, Batteries, Parts & Accessories oe es ye 
Li briGatinn © fsa cfieeth Rice ee eee ec eeu ci 
Lagboutacce Cl ViCC eccscoree ea eee eee Saati 


TOTALBSALES === = eee 


GROSS PROFIT (Sales less cost of products sold — 
Ses: Notes No. land No. 2) 232. 
Less: Operating Expenses: 
Employee Payroll (excludes lessee or dealer) 
Occupancy Costs (Rent or Depreciation and Taxes) . 
Other Expenses (only applicable business expenditures) .. 


TOTAL OPERATING EXPENSES . 
NETS PROPUD oostiitics 8 cast cos cesegesac caias Tuas an ices =e ee 











Annual % of 
Sales Total Sales 
$62,400 70.0% 
4,500 5.0 
14,300 16.0 
1,800 2.0 
6,200 7.0 
$89,200 100.0% 
$25,800 29.0% 
$ 9,400 10.5 
3,350 345: 
3,550 4.0 
$16,300 18.25 
$ 9,500 10.75% 





NOTES: #1 This level of gross profit is based on present prices and margins. If the generally prevalent 
8.1c per gallon margin on gasoline changes, a corresponding change in gross and net profits 


will occur. 


#2 Effective stock control is essential for a dealer to make this level of gross profit. Hence our 


concern that dealers maintain proper inventory control. 


Source: Gasoline Marketing Enquiry Records. 
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Table 30. 
Earnings Increase as T.B.A. Sales Ratio Increases 


This statement shows a “small town” station with only half the gasoline gallonage, 
75,000 gallons, but where T.B.A. constitutes 50% of total sales. This station enjoys a 
higher net profit than the station with 150,000 gallons where T.B.A. amounted only to 
15% of total sales. The operator’s percentage of profit on total sales, 11.75%, exceeds 
the percentage of profit enjoyed by either of the stations with double the gasoline volume 
but where the percentage of T.B.A. sales to total sales was smaller. 


Projected Profit and Loss Statement for a Typical “Small Town” Service-Oriented 
Service Station 


Gasoline Gallonage — 75,000 











Annual % of 
Sales Total Sales 
Gasoline Sales (Current Prices assumed: 
Premium 44.9 and Regular 39.9c per gallon) $31,200 50.0% 
IM Otorag Oilsamprrrer ter treet er te cent entree cetera. Mn tence 3,700 6.0 
iiirestwB attericswsbarismcci A CCESSOniesi eee en tee eee 18,700 30.0 
[ubricationigy: 64): te 4h. te eres oe. in. oe) hee eek eee 1,900 3.0 
LADOUTM SCR SET.V ICO a8 Prmth nts. curity ean aah yrs ee eRe a dg 6,900 11.0 
EOIRA IGES AIDES aap oe) ee ese WO $62,400 100.0% 
GROSS PROFIT (Sales less Cost of Product Sold — 
See INGE INE Th anal ke DY Ge ee $21,800 35.0% 
Less: Operating Expenses: 
Employee Payroll (excluding lessee or dealer) ..............00..000000.. $ 8,700 14.0 
Occupancy Costs (Rent or Depreciation and Taxes) ...................... 2,350 SS) 
(See Note No. 3) 
Other Expenses (Only applicable business expenditures) ............ 3,450 5.5 
MO PAE ORERASEING EXPENSES oe ee ee eee $14,500 23225) 
INETMPROEPERG #¥es 1s. pees AA! cee PUTS, a etek east es $ 7,300 11.75% 








NOTES: #1 This level of gross profit is based on present prices and margins. If the generally prevalent 
8.1e per gallon margin on gasoline changes, a corresponding change in gross and net profits 
will occur. 


#2 Effective stock control is essential for a dealer to make this level of gross profit. Hence our 
concern that dealers maintain proper inventory control. 


#3 Occupancy costs could be somewhat more depending upon the type of building (the deprecia- 
tion) and the municipal tax rate. 


Source: Gasoline Marketing Enquiry Records. 


One of the major oil companies publishes “Service Station Guides” to 
assist its dealers. The following table which was published in these “guides” 
similarly indicates the increase in the dealer’s profit resulting from an increase 
in the ratio of the dealer’s T.B.A. sales. Expressed as a percentage of total net 
sales, gross profits and wages both increase as the percentage of T.B.A. increases 
and the percentage of gasoline declines. 


% Gasoline % T.B.A. % Gross 
Sales Sales Profit % Wages* 
90 10 18 8 
80 20 23 10 
70 30 2H, 12 
60 40 30 13 
50 50 33 14 


*Includes wages for the dealer for time spent on other than management functions. 


For this reason many service station operators consider it is important 
that their “other merchandise” should be purchased under competitive conditions 
as to both price and service. 


In answer to our Committee questionnaires many service station operators 
indicated that they considered they were paying higher prices and getting poorer 
service in the supply of other merchandise because they were required to purchase 
from their oil company or from a supplier suggested by their oil company. The 
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operator because of his contract was not free to purchase from another supplier 
offering better service or cheaper prices. The vendor knowing of the restrictions 
on the operator, has less incentive to give comparable service or price, because 
even if he doesn’t equal what others offer, the operator is tied and the vendor 
runs no risk of losing the operator’s business. 


Anything which restricts the freedom of an operator in his merchandising 
of T.B.A. could have a significant effect on the operator’s opportunity for profit. 


(5) T.B.A. Contract Ties & Effectiveness 


The restrictive web of contracts and ties binding the operator applies to 
T.B.A. and other merchandise as well as to gasoline. 


There may be a contract for T.B.A. products which provides that the 
operator will actively engage in the sale and distribution of the oil company’s brand 
of T.B.A. products and will purchase from the oil company and keep on hand 
at all times a reasonable stock of the oil company’s T.B.A. products, and will 
use his best efforts to sell and promote the oil company’s brand of T.B.A. pro- 
ducts. 


In the service station lease there may be a covenant that the operator will 
execute the oil company’s T.B.A. products agreement or its equipment loan 
agreement or its consigned stock agreement, etc. Usually a breach of the terms 
of any of these agreements constitutes a breach of the terms of the lease. However, 
these agreements are separate agreements which do not necessarily terminate 
with the termination of the lease. 


The lease may provide that the premises will be used only for purposes 
authorized by the oil company or for the sale of products approved by the oil 
company. 

The oil company may provide the dealer with equipment under an equipment 
loan agreement which may contain a clause that the dealer “will continuously 
and exclusively . . . purchase, sell, advertise, trade and deal in the particular 
kinds, grades and brands of products marketed by the company to the retail 
dealer trade generally”. The equipment loan agreement may contain a clause 
that the equipment will be used exclusively for the handling of products purchased 
from the oil company. 


The oil company may provide the dealer with signs by way of loan, lease, or 
other agreement, which usually contains a clause that the operator will use the 
sign “exclusively and continuously in the advertising of the products sold by” 
the oil company. 


If the operator has borrowed money from the oil company his loan agree- 
ment may provide that he 

“. . will purchase or cause to be purchased directly from the company, and from 
no other, any products (including but not limited to tires, tubes, tire accessories, 
batteries and auto accessories) in addition to petroleum products and anti-freeze 
compounds which are saleable on the garage premises and which may, from time 
to time, be offered for sale or distributed by the company, and also during the 
said term, the owner will not purchase, receive, sell, offer to sell, deal in, handle, 
keep in stock or dispose of either directly or indirectly . . . any petroleum products 
or other merchandise and products . . . except such as shall have been manufac- 
tured or distributed by or purchased from the company, the intention being that 
as to all such products and merchandise, the owner shall purchase the same directly 
from the company exclusively and from no other person, firm or corporation 
whatsoever.” 

If the operator purchases equipment under a conditional sale agreement 
from the oil company, the contract may contain a provision that the purchaser 
“|. will purchase from the company exclusively . . . all products generally re- 
quired” for the carrying on of his business. Such a contract may also provide 
that the equipment will be used “ . . . exclusively for the vending of the com- 
pany’s products ...”’, and that the dealer will not “deal in or handle any products 
purchased from any other person, firm or corporation”. In his agreement relating 
to his credit card imprinter, the dealer may agree to use it “ .. . solely, exclu- 
sively and continuously in reporting credit sales of the products sold (by the oil 
company) and for no other purpose”. 
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Four of the eleven oil companies marketing in Alberta advised that apart 
from formal written contracts, they had an understanding or verbal contract with 
their dealers that the dealers would handle the products sold by the oil company 
or the products suggested by the oil company. 


The number of contracts or ties applicable to any particular service station 
varies from station to station, and varies with the type of operation of the station. 


Generally lessee operated stations are subject to the most effective ties and 
the maximum number of ties. The owner financed (who has borrowed money from 
the oil company) is not quite as effectively tied as the lessee, because so long as 
he repays his borrowings as they fall due, the owner financed is not in danger of 
losing his business premises like the lessee is. The least effectively tied outlet is 
the owner not financed. He is neither in danger of losing his premises, nor of 
receiving a demand for repayment of monies borrowed. The owner not financed 
may still have signed several contracts, but he is less apprehensive about penalties 
for non-performance than the more vulnerable operators such as the lessee and 
the owner financed. 


Many service station operators view quick termination clauses as an element 
of coercion. 98% of the Alberta service station lessees who answered indicated 
that their dealership agreement could be cancelled on notice of thirty days or 
less. Only 2% of those giving a reply indicated that their cancellation notice had 
to be given for a period of greater than thirty days. 


Through these many devices, the oil company is able to exercise a consider- 
able amount of pressure on the service station operator as to what types and 
brands of merchandise he will buy. 


In Chapter IV of the Restrictive Trade Practices Commission report the 
policies of the oil companies on enforcement is dealt with at some length. The 
report states 


“It is apparent from the evidence in the enquiry that the degree to which policies 
of full line forcing and directed buying shape exclusive buying by individual service 
station operators does not necessarily depend on the provisions contained in the 
formal agreements between the oil company and its dealer, but that the methods of 
direction or persuasion used by the representatives of the oil companies in dealing 
with service station operators play a very large part.” (p. 40) 


Several of the companies reported that they relied on salesmanship rather than 
coercion. Companies stated they “persuaded” or “recommended” but did not 
“require” or “compel”. 


One company which recommends “to the service station operator the pro- 
ducts of designated suppliers” advised the Commission that: 


“. . . lessee dealers who verbally agree with the company to enter into arrangements 
with certain of the suppliers . . . are if necessary reminded of their verbal arrange- 
ments; with respect to mortgaged service stations the company designates in writing 
the names of suppliers from whom T.B.A. products are to be purchased under the 
terms of the agreement and if necessary, the specific clauses in the agreement 
dealing with such products are brought to the attention of the operator from time 
to time by means of a letter. Should the mortgage account fail to make such 
purchases, payment of the mortgage in full may be demanded and in default of 
such payment proceedings for foreclosure and/or sale are taken.” 


Another company stated: 


“It is the policy of the company to require lessee dealers at outlets owned or 
leased by the company, to purchase the company’s products and products designated 
by the company. It is the policy of the company to require, by contract, operators 
who have received financial assistance from the company by way of mortgage 
to purchase the company’s products and products designated by it. It is the policy 
of the company to require outlets using dispensing or other equipment owned by 
the company to use such equipment only for the sale of products purchased from 
the company or designated by it.” (p. 46) 
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“With specific reference to tires and batteries, at leased accounts operated by 
lessee dealers, and very occasionally at mortgaged accounts, the company has 
told dealers that failure to purchase designated products could result in: 


(a) withdrawal of credit card privileges on the sale of those products; 
(b) an increase in rent to compensate for loss of revenue; or 


(c) a request for a higher interest rate which would of course have to be negotiated 
in the case of mortgage accounts.” (p. 47) 


The Restrictive Trade Practices Commission asked questions as to whether 
the operator believed that he could buy comparable products at a better price 
if he had completely free choice of wholesale suppliers and whether he had ever 
lost sales because of delivery time or slow service. The Report at pages 85 and 86 
summarized the replies as follows: 


“Sixty-three of the 106 lessee dealers and financially assisted operators indicated 
some measure of direction by the oil company in their purchases of T.B.A. pro- 
ducts. The dealers regarded such direction as arising out of the terms of their 
agreements with suppliers, from requests or suggestions by oil company represen- 
tatives and extending to, at the other extreme, action by oil company representatives 
to have competing products and advertising of competitive products removed from 
the station and implications that rent would be increased or lease withdrawn if 
the dealer did not co-operate. The following are among the comments made in 
the replies to the questionnaire: 


(1) “Will not let us leave signs up for any other products beside their own.” 


(2) “I have been told by Oil Co. Rep. we must not display competitive mer- 
chandise in our station.” 


(3) “Suggested to remove competitive lines from display area, or else. The ‘or 
else’ could be anything, but they have many methods.” 


(4) “Sales representative of oil company have (sic) suggested removing certain 
merchandise from display.” 


(5) “1. Was ordered to remove Bardahl display from Pump Island. 
2. Ordered to remove Prestone Advertising. 


3. Have been strongly advised on several occasions by .. . oil represen- 
tatives to handle only (designated) fan belts.” 


(6) “We were threatened by a rental increase if oil Co. T.B.A. products were 
not purchased.” 


(7) “ Pressured to buy their products or pay higher rental.” 


(8) “(Oil company’s) local manager . . . has instructed me that all the products 
that they sell I must purchase from (oil company) and no competitive 
product will be allowed in this service station or my lease will be cancelled.” 


(9) “At this particular outlet no real pressure lately. Plently of sales effort, 
with mild threats of a rent raise if purchases are not made from them.” 


(10) “Verbal indications that rental could be increased if a volume of purchases 
from (specified supplier) was not made.” 


(11) “Suggestions that lack of co-operation could have direct bearing on amount 
of rent. Suggested on occasion that some products and advertising be re- 
moved from shelves and windows.” 


(12) “(Oil Company) insists we buy only from (specified supplier) . . . sales repre- 
sentative insists that we display only products that are listed on their approved 
list.” 


(13) “Warned to buy at their choice of jobber or lose lease.” 


In some cases dealers, who indicated that they considered that they were restricted 
in their sources of supply for T.B.A. products because of their supplier’s insistence 
that they purchase as directed, expressed the opinion that they could secure 
better service and buy to better ’advtange if they were not so restricted.” 


In various cases before Courts in the United States orders have been granted 
prohibiting oil companies from coercing their dealers to purchase a particular 
brand of T.B.A. 
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In The Matter of Goodyear Tire and Rubber Company (docket No. 6486), the 
issue was the legality of a sales commission plan for distributing Goodyear tires 
through Atlantic service stations. The FTC charged a violation of section 5 of the 
Federal Trade Commission Act, which prohibits unfair methods of competition in 
commerce. Specifically, the FTC charged that Atlantic’s distributors, although 
ostensibly independent, were actually under the domination and control of Atlantic 
and that the sales commission contract with Goodyear restrained competition in 
the sales of TBA. Competing tire companies were alleged to have been substantially 
precluded from selling tires at Atlantic service stations assigned to Goodyear.10 


Atlantic had introduced the sales commission plan in 1951. Previously it had 
merchandised tires under the purchase-resale plan, the tires being purchased from 
Lee Tire and resold to individual stations. Atlantic became increasingly dissatisfied 
with the purchase-resale plan. It asserted that outside of the Philadephia area 
the ready availability of Lee tires diminished, and that its own warehouses were 
unsuited for handling tires and other accessories. 


In 1948 and 1949, Atlantic conducted a survey of its dealers to determine which 
brand of tire they preferred to handle. Sixty-seven percent of the dealers interviewed 
indicated a preference for Lee tires. Only 11 percent preferred Goodyear tires, 
and 4 percent, Firestone. A majority preferred to buy their TBA from more than 
one source because of price advantage and variety of brands. 


To initiate the new sales commission plan, Atlantic gave Goodyear and Firestone 
the names of its dealers, who were then visited by Atlantic salesmen accompanied by 
Goodyear or Firestone representatives. The salesmen convinced many dealers of 
the advantages of handling the new lines of tires and supervised installation of 
advertising displays. Names of dealers who were not convinced were recorded and 
submitted to Atlantic headquarters. 


Within 9 months after Atlantic adopted the new sales commission arrangement, Lee 
Tire concluded that 75 percent of Atlantic’s tire business would be lost that year, 
despite vigorous efforts on the part of Lee to retain the business. This had occurred 
despite the previously expressed preference of dealers for handling Lee tires. 


Atlantic asserted that its promotion of a line of TBA was legal in the absence 
of overt coercion. Although Atlantic had stated to its own dealers that they 
could accept or reject the new TBA program as a matter of choice, several ex- 
Atlantic dealers who testified in support of the complaint recounted instances in 
which expressed or implied threats of lease cancellations were made. The Commis- 
sion found that ample evidence of overt coercion existed. However, it regarded 
these overt acts of coercion as mere symptoms of a more fundamental restraint of 
trade inherent in the sales commission plan itself. 


The Commission decided against the defendants, Goodyear and Atlantic Refining. 
Its order prohibited Atlantic from coercing its dealers and distributors to purchase 
a particular brand of TBA and also forbade Atlantic’s participation in any sales 
commission plan for the distribution of TBA. Also, the order prohibited Goodyear 
from using the sales commission plan with any other oil company for marketing its 
TBA. 


The defendants appealed the decision of the Commission to the U.S. Court of 
Appeals, which decided in favor of the FTC.11 The two defendants made separate 
appeals to the U.S. Supreme Court.12 The Court found in favor of the Federal 
Trade Commission and directed that the order of the Commission be carried out. 


The main issue in the Atlantic-Goodyear case was the legality of the sales com- 
mission plan and its effect on competition in the supply of TBA. It is evident, 
particularly in the case of Atlantic Refining, that other tire companies were excluded 
to a substantial degree from supplying the stations involved. Atlantic, by the 
adoption of the new TBA plan, was able to virtually eliminate Lee as a supplier 
of tires to its stations. 


10 Actually Atlantic had split its territory into two parts, one of which was assigned to Goodyear and 
the other to Firestone. 

11 Goodyear Tire and Rubber Co. v. Federal Trade Commission, 331, F. 2d 394 (7th Cir. 1964). 

14 Atlantic Refining Co. v. Federal Trade Commission, Goodyear Tire & Rubber Co. v. Federal Trade 
Commission, 381 U.S. 357. 
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In its 1962 Report the Canadian Restrictive Trade Practices Commission 
found that the practice of trading exclusively in the products produced distributed 
or sponsored by the supplying oil company was more pronounced when there 
was a lessee-lessor relationship between the distributor and the dealer than when 
the dealer owned his own premises. For financially assisted dealers, the general 
trend was to more exclusivity than with those dealers who owned their stations, 
but less complete than with lessee operators. It found that the extensive use of 
credit cards and the confinement of these to specific lines of goods were important 
considerations in tying purchases to the oil company. 


The Gasoline Marketing Enquiry Committee in Alberta also found that the 
effectiveness of oil company “suggestions” as to what merchandise their dealers 
should buy is clearly related to the type of operation of the station and how 
extensively the dealer is tied. Whether the ties are set out in contracts where 
they are obvious, or are understandings evidenced by the behavior and statements 
of oil company representatives exercising “persuasion” or making “recommenda- 
tions” the results are uniformly and remarkably effective in influencing dealers. 


In the case of every item of merchandise a high percentage of lessees follow 
oil company “suggestions”, a lesser percentage of dealers financed do so, and 
owners not financed are least likely to purchase “suggested” merchandise. Owners 
not financed exercise the greatest freedom in purchasing merchandise which 
competes in quality, service or price although it is not sold by the oil company or 
“suggested” by it. The data on the following charts was compiled from oil 
company replies. 


Table 31. 


Percent of Outlets Which Purchased From Oil Companies or Suggested Suppliers: 
Tires and Tubes 
Operated by Operated by 










































































Operated by Owners Owners 
Brand Lessees Financed Not Financed 
“Cartel” brand ....setae. ee ee 96 68 45 
Other™ “Oran ota ee ee eee 75 54 Sil 
COE: DAT C.)- santacses chaser tea loth eae 97 40 28 
Weighted averace do. 5e, (sen eee 94% 67% 44% 

Batteries 
Cartel” branduteni yy Get a os ee 92 52 31 
“Other brand “os |. Se ee eee a P53 #5 18 
Ol brand |... ee Fete Ue we ee Oe 40 30 
Weighted ‘average 7... 2ay. sete. ee 88% 51% 31% 
Anti-Freeze 
“Cartel brandinwes...teiorms, ace ee ee 719 48 32 
*Other#tabrand wsees.new, (ales Dae. 55 50 30 
@lawsyechieh pe ok ee fe 97 40 34 
Weighted (average | coisas tee re eee 78% 48% 31% 
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Source: Gasoline Marketing Enquiry Records. 
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CHART 26 
"CARTEL" BRAND RETAIL OUTLETS 


PERCENT WHICH PURCHASE FROM OIL COMPANY OR 
SUGGESTED SUPPLIER - ALBERTA 1965 
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CHART 27 


"OTHER' BRAND RETAIL OUTLETS 


PERCENT WHICH PURCHASE FROM OIL COMPANY OR 
SUGGESTED SUPPLIER - ALBERTA 1965 
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CHART 28 


OFF BRAND RETAIL OUTLETS 


PERCENT WHICH PURCHASE FROM OIL COMPANY OR 


SUGGESTED SUPPLIER - ALBERTA 1965 
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Table 32. 
Percent of Purchases Made by Outlets from Oil Companies or Suggested 
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CHART 29 


'CARTEL'’ BRAND RETAIL OUTLETS 


PERCENT OF PURCHASES FROM OIL COMPANY OR 


SUGGESTED SUPPLIER - ALBERTA 1965 
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CHART 30 


‘OTHER’ BRAND RETAIL OUTLETS 


PERCENT OF PURCHASES FROM OIL COMPANY OR 
SUGGESTED SUPPLIER - ALBERTA 1965 
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CHART 31 


‘OFF’ BRAND RETAIL OUTLETS 


PERCENT OF PURCHASES FROM OIL COMPANY OR 
SUGGESTED SUPPLIER - ALBERTA 1965 
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(6) Independent Suppliers of T.B.A. 


Due to oil company practices of directed buying and full line forcing, the 
freedom of choice of a service station operator to chose his supplier of other 
merchandise is being limited to an ever increasing degree. A steadily declining 
volume is being supplied by independent suppliers chosen by service stations. 
As there is less and less opportunity for such suppliers their number is declining 
and there is less competition and less choice. 


Some aspects of the market access situation for wholesalers is indicated by 
the following paragraph from the “Green Book” published by the Restrictive 
Trade Practices Commission of Canada. 


“With some commodities, accessories for example, agreement sales may account 
for all of a wholesaler’s sales to service station dealers. Also, agreement sales 
may account for as high as 70 per cent of an individual wholesaler’s combined 
sales of all commodities to such dealers. Agreement sales, of course, are of less 
importance in a wholesaler’s total sales of a commodity to all customers and in 
a wholesaler’s total sales of all commodities. Percentages as high as 26 per cent 
of the total sales of a wholesaler however have been noted”. 


Wholesalers are concerned about these arrangements, as the following com- 
ments from the Green Book indicate: 


“Among the reporting companies there were only a few who indicated that they 
had withdrawn from soliciting business from service station dealers because of 
principal distributors’ full-line forcing or directed buying policies . . . A very small 
number of wholesalers indicated they had gone out of the automotive products 
field altogether, because of the above-mentioned policies. While few have taken 
such decisive steps, the majority indicated that they had had difficulty in selling 
to service station operators under these conditions. Some stated that they con- 
sidered that they were precluded from selling to certain service station dealers. 
Many, including some of those with agreements with principal distributors felt 
that their sales to service station operators would be higher if the oil companies 
did not follow these policies.” 


The report of the Restrictive Trade Practices Commission states at page 131 


“Where the revenue is secured from commissions which suppliers pay to be 
permitted to have preferred access to dealers of the oil company, the supplier 
may be chosen because of the amount of commission which he offers and not 
on the basis of superiority of product or of service or lowness of price. The 
suppliers who are shut off from dealers because of directed buying policies are 
foreclosed from that market, not as a result of lack of quality in their products 
or disadvantage in their prices, but because of the exclusive trading arrangements 
which give them no opportunity to compete.” 


At page 132 the report states — 


“It is likely that smaller producers will be most seriously affected by the fore- 
closure of markets under arrangements for full line forcing or directed buying. 
Oil companies with national or large regional service station networks are likely 
to enter into exclusive arrangements with manufacturers who operate on a national 
basis or have expensive distributive facilities. A small manufacturer would not be 
in a position to seek such large contracts and the oil company is not likely 
to be interested in entering into a series of requirements contracts for local supply. 
For somewhat similar reasons exclusive arrangements under policies of full line 
forcing and directed buying are likely to limit the opportunities for new suppliers 
to become established and to survive.” 


This table shows the conclusion of the Director of Investigation and Re- 
search of the Restrictive Trade Practices Commission as to the proportions of 
the service station market and of the retail market which are probably not 
available to wholesalers of the commodities shown. 
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Table 33. 


Percentage of Service Station and Retail Markets Probably Foreclosed to Wholesalers 


Service Station % of Service % of Retail 
Exclusive Market as Station Market Market 
Trading Practice Proportion of Foreclosed to Foreclosed to 
Commodity Involved Retail Market © Wholesalers “ Wholesalers © 
% % % 
Lube Oils Full-Line Forcing 60 to over 90 over 90 30 to 90 
Greases Full-Line Forcing 60 to 90 over 90 30 to 90 
Anti-Freeze Full-Line Forcing 30 to 60 60 to 90 15 to 60 
and Directed Buying 
Additives Full-Line Forcing 
and Directed Buying 60 to 90 30 to 60 15 to 60 
Tires Directed Buying and 
Full-Line Forcing 30 to 60 15 to 90 15 to 60 
Batteries Directed Buying and less than 
Full-Line Forcing 15 to 60 15 to 60 15 to 30 
Accessories Directed Buying and less than 
Full-Line Forcing 30 to 60 15 to 30 less than 15 


@® Without market access agreements and excluding principal distributors. 
Source: Based on Table 49, Green Book, p.289. 


In the “Economic Report on the Manufacture and Distribution of Automo- 
tive Tires” submitted to the Federal Trade Commission of the United States in 
1966, some of the problems of tire manufacturers in dealing with oil companies 
were described as follows: 


A more fundamental issue is the power of the large oil companies in forcing their 
stations to carry an approved line of tires. This power could be effectively exerted 
under either the private-label, the purchase-resale or the sales commission plan. 
The station’s freedom of choice in stocking tires is restricted by any type of oil 
company TBA plan, and tire manufacturers not associated with such plans will be 
excluded from the market to a certain extent. 


The most detrimental aspect of the sales commission plan appears to be that it 
favors the large tire producers. Since the oil company assumes none of the 
wholesaling or distribution functions, these must be performed by the tire company. 
A small company may not have the resources to provide these functions for a 
large, geographically widespread oil company. Apparently, Lee Tire had this 
problem with Atlantic; even under the purchase-resale plan it had difficulty in 
distributing tires to Atlantic’s warehouses. 


One way in which a small tire company can successfully operate is by regional 
specialization; by serving a number of service stations and dealers in one geographic 
area it is not necessary to have an elaborate distribution network. If, however, most 
of the service station market is already foreclosed by TBA arrangements, the lot 
of a small tire producer is more difficult. It has to seek other channels of distri- 
bution. Private-label TBA programs may offer more opportunity for participation by 
small tire manufacturers than either the sales commission or the purchase-resale 
plan. Since the brand is the distributor’s own, he can buy from several different 
manufacturers and still maintain product uniformity in his stations. 


Oil companies are capable of exercising power not only with respect to their own 
stations but also in transactions with tire manufacturers. Large oil companies, 
because of the volume of their purchases, are able to negotiate directly with tire 
manufacturers and obtain special prices and discounts. Companies which sell 
private-label branded tires are in the position of being able to transfer their orders 
from one tire manufacturer to another, and can often obtain especially favorable 
terms from a manufacturer with excess capacity. 


There are very few single supplier relationships between oil company private-label 
purchasers and tire companies.13 Of the 13 oil companies listed in the FTC tire 
survey as making private-label purchases, only 1 made all of its purchases from a 
single source in every year between 1958 and 1963. All of the other companies 
appeared to shop around somewhat, with a number of changes occurring in buyer- 
seller relationships during the period. Oil companies also increased the number of 
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suppliers between 1958 and 1962; the average oil company private-label purchaser 
was supplied by 1.75 suppliers in 1958 and 2.58 suppliers in 1962.14 On the whole, 
oil companies have tended to make nearly all of their private-label purchases from 
the larger tire companies, but most have not dealt exclusively with any one company. 
In 1962, major oil companies bought 87.6 percent of their private-label tire 
purchases from the four largest tire manufacturers. 


18 Single-supplier relationships may be more prevalent under other than private-label TBA plans, such as 
purchase and resale of manufacturer-branded tires. 


144 FTC Survey of Tire Distribution, 1963. 


An independent manufacturer or supplier of an automotive accessory which 
is sold primarily through service stations is faced with a difficult choice. If he 
enters into a market access agreement with a major oil company he will gain 
exclusive or preferred access to a large service station market. However, he then 
finds that the one purchaser accounts for a very high proportion of his sales and 
he loses both his bargaining power and his independence. If he doesn’t enter 
into such a market access agreement, he is excluded from the majority of the 
available market and he has very little opportunity to grow. The viewpoint of 
one supplier is illustrated by the following copy of a letter from an independent 
supplier addressed to his Member of Parliament. 


11019 Wren Crescent, 
North Surrey, B.C. 
April 14th, 1966. 
Mr. Jack Davis, M.P. 
Coast-Capilano District, 
House of Commons, 
OTTAWA, Ont. 


Dear Sir: 


As a businessman operating in British Columbia, I am facing an almost impossible situation 
which has recently become more acute and which has caused me to do something I have 
not done before, namely, write to a Member of Parliament to ask for advice and assistance. 


For your information, the Company which I represent in British Columbia sells a line of 
automotive products, more specifically, automotive ignition parts. 


The problem faced by myself, and I am quite sure, others in a like position, is the fact that 
we are being denied access to the market and are being prevented from doing business with 
people who could normally be looked upon as customers or potential customers. I have 
been engaged in this automotive business for many years and am well acquainted with the 
automotive retail trade. Automotive retailers are well acquainted with our particular line 
which is considered a quality product and although our line has been supported widely in 
the trade, more and more of our customers inform me that it is becoming impossible to 
continue to do business because of pressure put upon them to deal with a competitor 
handling a different line. 


So that you would know more particularly just what I am talking about, I refer to certain 
trade practices known as “tied sales”, “directed buying” and “full-line forcing”. By this I 
mean where my natural market for customers would include garages, service stations and 
motor car dealers, these firms are almost always involved with a contract through their 
supplying oil company by which their landlord supplier brings pressure to bear upon them 
to deal only with designated lines and to purchase through a specific company. The way 
this situation works is that the oil company, for example, enters into an agreement with 
one particular company whereby the company agrees to pay the oil company a kickback 
on all products sold in return for which they obtain what is known as a “market access 
agreement” to give this particular company an inside track in the sale of their merchandise 
and to exclude other competitors from the same market. 


The company I represent believes in free enterprise and a free market. We have no 
such kickback arrangements because we know that they are essentially wrong but we are 
increasingly disturbed because of the closing up of the market. 


I will be more specific and give you some examples so that you will understand the 
seriousness of this problem. 


1. Imperial Oil Stations — 
are now introducing their own brand of Atlas Ignition Parts which they would require 
a dealer to handle to the exclusion of any other line. 

2. Standard Oil Stations — 


have arrangements whereby Standard Stations are required to deal exclusively with 
a firm known as Taylor, Pearson Company who handle a competitive line of 
ignition parts known as “Echlin”. 
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3. Home Oil Stations — 
there is an arrangement whereby Home Oil dealers are required to deal with the 
Goodyear Tire Company who handle a competitive line of ignition parts known 
as “Blue Streak”. 

4. Royalite Service Stations — 
have an arrangement whereby they are required to deal with the Firestone Tire 
Company in handling a competitive line of ignitions known as “Tungsten”. 

5. Shell Oil Stations — 
have an arrangement whereby they are required to deal with a firm called Taylor, 
Pearson who handle a competitive ignition line known as “Echlin”. 

6. Pacific Petroleum Stations — 
have an arrangement whereby they are required to deal with Taylor, Pearson 


who handle a competitive line of ignition parts, in this case made by Echlin and 
sold under the name of “United Ignition”. 


With such arrangements in force in the Province of British Columbia, you can surely under- 
stand that this almost totally closes the market for a firm such as ours and makes it 
virtually impossible to do business with hundreds of dealers who express a preference for 
our product and who would like to do business with us. 


Now, you might wonder why I would write to you and what I might expect you to do 
about this problem. I am reliably informed that this whole matter was investigated some 
years ago by the Combines people in Ottawa. I am also told that the Restrictive Trade 
Practices Commission had a full-scale Hearing some years ago and produced a report in 
April, 1962, making specific recommendations which found, as a fact, the problems I 


have outlined to you were contrary to public interest and called for Federal Government 
action to correct the situation. 


Because of very grave concern on my part, I have made other enquiries and found the 
report of this department has been referred to at least three or four Ministers of Justice, 
from time to time, and although each indicated interest and intention to do something, it 
appears that no one has got around to actually dealing with the matter. 


Surely, as a Member of Parliament, you can appreciate the importance of this problem and 
as a Member of Parliament, surely you could do something about it. 


I trust this is the proper thing for me to write a personal letter to you and will appreciate 
receiving your assistance and advice. Could you please let me know where this matter 
stands and what, as a Member of Parliament, you can do about it. 


Yours truly, 
Keith Sinclair. 


(7) Oi Company Profit on T.B.A. 


Where a market access agreement exists, the supplier who makes sales to 
the service stations simply pays to the oil company a percentage of his dollar 
volume of sales. 


__ In the case of tires and tubes the tire manufacturers pay to the oil companies 
percentages which vary slightly from a low of 9.5% to a high of 12.5%. 


S The market access agreements with battery manufacturers provide for a 
uniform 10% payment to each oil company which has entered into a market 
access agreement. 


In the case of accessories and other products the greatest variation is found 
in the commissions payable by the suppliers to the oil companies. Commissions 
range from a low of 4% to a high of 10%. 


In summary, the percentage return to oil companies on sales made by 
suppliers of merchandise under market access agreements averages as follows: 


Class of Tires and Accessories 
Oil Company Tubes Batteries & Other Prod. 
gaartele Drandiew wena Ae BO 18 10.00 Oni 5 
SOther aa brand Seren feo... 20s petOFS3 10.00 8.0 


In the case of T.B.A. and merchandise which the oil company or a sub- 
sidiary manufactures and sells to its service stations, or in a case where the oil 
company or a subsidiary purchases merchandise from a manufacturer for resale 
to its service stations, the net profit of the oil company or its subsidiary resulting 
from sales by it of T.B.A. items and other merchandise is much more difficult 
to calculate. 
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The oil companies point out that the net profit after tax is an estimate only. 
In order to arrive at this estimate, many allocations of joint costs are required. 
These range from joint delivery costs of T.B.A. with other products such as 
automotive oils, to allocations of sales and management time both as between 
different lines of products and different geographic areas. Some of such costs 
would not change significantly even if the oil company did not use its personnel 
to sell T.B.A. There are various methods of allocating joint costs, and the 
selection of one method of allocation may produce very different profits from 
the selection of another method of allocation. 

Subject to the above qualifications the oil companies provided us with 
particulars of their dollar volume of sales of various T.B.A. items and their 
net profits from such sales. 

Each of three oil companies reported annual T.B.A. sales of between 
$1,000,000 and $3,000,000. The oil companies had a profit rate of approximately 
$100,00 per million dollars of T.B.A. sales. 

Their percentage profit on their own sales, and on sales under market access 
agreements are as follows: 

PERCENT PROFIT ON TBA SOLD BY COMPANY 
OR SUBSIDIARY TO SERVICE STATIONS — Alberta 1965 


Company A 21.0% 
B 12.9% 
C 0.6% 


Source: Questionnaire 12, Questions 57 and 58. 


PERCENT PROFIT ON TBA SOLD UNDER MARKET ACCESS 
AGREEMENTS TO SERVICE STATIONS — Alberta 1965 


Company A 11.4% 
B 10.0% 
GC 8.8% 
D 8.6% 


Source: Questionnaire 12, Questions 57 and 58. 

In the portion of this report dealing with rent, it was pointed out that some 
companies base their rent on a percentage of sales of the service station. Ac- 
cordingly the oil company in such a case would receive a 10% commission from 
the tire manufacturer under its market access agreement, and it would receive 
a further 6% of the sale price of the tires from the service station operator as 
rent, where rent is based on 6% of all “other” sales. 


(8) Price of T.B.A. to The Dealer 
In the service station interviews conducted by the Committee, there were 


many operators who indicated they had had opportunities to buy T.B.A. items 
at lower prices than were being offered by their oil company or its “suggested 
supplier”. Generally speaking these complaints came from the larger and more 
successful service stations which had better records and a better understanding of 
where their best opportunities for profit were to be found. However, the majority 
of service station operators indicated that the price from their oil company or its 
“suggested supplier” was neither higher nor lower than competitive sources but 
was the same. 

This was borne out by oil company replies also. 

In the case of tires and tubes six oil companies indicated their prices were 
the same as competitive sources, one company stated its prices were usually 
the same but sometimes lower, and two stated their prices were lower. 

In the case of batteries six oil companies stated their prices to their dealers 
were the same as competitive sources, one stated its prices were the same or 
lower, and two stated their prices were lower. 

In the case of anti-freeze nine oil companies stated that their prices were the 
same as competitive sources, one oil company stated that its prices were the 
same or lower, and one oil company stated that its prices were lower. 

Large numbers of service station operators on the other hand complained 
that they were paying higher prices to their oil company for anti-freeze than 
competitive sources were selling it. 


Page 174 Part 4 


In the case of accessories and other merchandise seven oil companies stated 
their prices were the same as competitive sources, one stated it was usually the 
same and sometimes lower, and two stated they were lower. 


As a general rule it does not appear that the service station operator receives 
any reduction in price on T.B.A. and other merchandise purchased from the oil 
company or its “suggested supplier”. The oil companies appear to retain the 
full benefits of any commissions they receive from suppliers to whom they have 
granted market access agreements, and the oil companies appear to retain what- 
ever profit there may be as a result of their mass buying of merchandise and 
reselling it to their service station operators. 


(9) The Public Interest 


The Restrictive Trade Practices Commission has conducted an exhaustive 
inquiry into the distribution and sale of automotive oils, greases, anti-freeze, addi- 
tives, tires, batteries, accessories, and related products. The Committee’s findings 
conform to the findings of the federal inquiry and in general the situation in the 
rest of Canada is not different from the situation in Alberta. 


The inquiry was originated in 1953 and carried on an intensive program 
of data collection for seven years, after which the material collected was assembled 
and submitted by the Director of Investigation and Research to the Restrictive 
Trades Practices Commission. 


Over 500 copies of the material collected (often referred to as the Green 
Book) were distributed to interested persons, oil companies, manufacturers, 
wholesalers, and others who had provided information in response to the Direc- 
tor’s questionnaires. The recipients were invited to present written briefs or make 
submissions related to the inquiry to the Commission. 


Various briefs and submissions were heard in public hearings held in Ot- 
tawa during September of 1961. The Report of the Commission was submitted 
to the Minister of Justice in March of 1962. 


The findings and recommendations of the Commission are found on pages 
128 to 135 and the following quotations are extracted from those pages: 


“It appears to the Commission that there are strong grounds for believing that 
costs of marketing tend to be increased under market access agreements.” (p. 128) 


“Some dealers considered that they received poorer service from their suppliers 
under exclusive arrangements than they would have obtained if they had been 
making purchases from competing suppliers.” (p. 129) 


“When a motorist enters a service station he becomes a ‘captive customer’ at the 
point of sale and that his choice is thereby restricted to the products available 
at the service station .... Policies of full line forcing and restricted buying mean 
the displacement of a variety of competing lines by the line distributed or spon- 
sored by the supplying oil company and thus the consumer at the service station 
is limited in his range of choice.” (p. 129) 


“The influence of full line forcing and directed buying in restricting the variety 
of products handled at stations affected by such policies and in reducing competition 
in the purchase and sale of such products would operate to the disadvantage of 
customers relying on such stations.” (p. 130) 


“One of the purposes of full line forcing and directed buying is to insure the 
exclusion of competitive products from the trade channels being operated under 
such policy. The effect is to eliminate alternative sources of supply and _ this 
means that the service station dealer so controlled does not have the opportunity 
to shop around for the goods he stocks. One of the public safeguards which the 
competitive system provides to rival suppliers seeking to advance their trade by 
offering better prices, terms, quality of goods or service is consequently removed.” 
(p. 130). 


“There is no assurance that whatever lowering of price was secured by the oil 
company through exclusive contracts would be passed on in the form of lower 
prices at the service station level.” (p. 131) 


“After full consideration of all the relevant information disclosed in the inquiry, 
the Commission concludes that the policies of full-line forcing and directed buying 
in connection with service station products do not result in benefits to the public 
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which could be expected under normal competitive marketing of a non-exclusionary 
character. It is the opinion of the Commission that full-line forcing and directed 
buying arrangements, when applied by the larger oil companies, each of which 
has a substantial share of the market, do have exclusionary effects which are 
likely to lessen competition directly and indirectly to the disadvantage of the 
public. The disadvantages will arise not only from a lessening of competition in 
the narrowing of the range of products offered to and sold by service station 
dealers, but from the limiting of opportunities for manufacturers and distributors 
not possessing contracts with oil companies to enter the service station market. 
The Commission considers that the disadvantages to the public from the exclusive 
arrangements under full-line forcing and directed buying are likely to become more 
serious with the growth in the number and importance of leased service stations. 
It would appear desirable, therefore, to strengthen the provisions of the Combines 
Investigation Act with respect to tying arrangements in any field of trade which 
are likely to restrain competition to the detriment of the public.” (p. 132) 


Recommendations 


The Commission recommends that definitions of exclusive dealing and tying 
arrangements be included in the Combines Investigation Act, which would embrace 
policies involved in full-line forcing and directed buying, as disclosed in this 
inquiry, and all policies which have the effect of requiring or inducing any 
buyer or seller to deal exclusively with another, or which have the effect of making 
the purchase or sale of one commodity conditional upon the purchase or sale of 
others. In order to make the definition sufficiently comprehensive, it would 
appear necessary to include arrangements applying to agencies and consignment 
sales. It is clear that such a wide definition without qualification, would cover 
arrangements which would have no serious restrictive effects upon trade or which 
might, in fact, create more active competition. There should, therefore, be a 
prohibition of exclusive dealing and tying arrangements, as defined, which are 
likely to lessen competition substantially, tend to create a monopoly or exclude 
competitors from a market to a significant degree. 


The situation created by the market access agreements made by some oil companies 
with particular suppliers has been of concern to the Commission. It does not 
appear to the Commission that, in the circumstances of the trade in service 
station products in Canada, such agreements can be economically justified in terms 
of benefit to the public. In the Commission’s opinion market access agreements in this 
field are likely to have the effect of strengthening the exclusionary influences 
which result from the arrangements between oil companies and their dealers and 
to create a cost-increasing tendency with respect to products affected. The 
Commission recommends that agreements or arrangements which give one or more 
suppliers exclusive or preferred access to a group of outlets in return for a 
commission on sales to such outlets be prohibited where such agreements or 
arrangements are likely to lessen competition substantially, tend to create a 
monopoly or exclude competitors from a market to a significant degree. It may 
be considered that the incentive for market access agreements would be removed 
by a prohibition of exclusive dealing and tying arrangements as proposed above 
and that market access agreements which form part of an unduly restrictive policy 
of directed buying could be dealt with as an element of the offence under the 
provisions of section 31 of the Combines Investigation Act. Nevertheless the 
specific prohibition of market access agreements of an unduly restrictive character 
would strengthen the safeguards against such arrangements and would be desirable 
if it could be framed in a way which would not prejudice selling arrangement of 
an innocuous or beneficial nature. 


The Gasoline Marketing Enquiry Committee of Alberta is also of the 
opinion that oil company practices in the marketing of T.B.A. are not in the 
public interest. 


The oil companies use market access agreements to obtain commissions or 
use mass buying to obtain price discounts. However, the savings so effected, or 
the profits so earned, are retained by the oil company and are not passed on to 
the retailer by lowering his price. The following aspects would not appear to 
be in the public interest— 


(a) the costs of marketing tend to be increased, oil company profits are in- 
creased, and there is no reduction in price to the retailer or to the con- 
sumer; 


(b) the retailer’s business is less profitable and his chance of business failure 
is increased because he is restricted from buying at cheaper prices when 
the opportunity arises; 
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(c) it deprives the retailer of the freedom to provide his customers with a 
choice of merchandise, and to take advantage of buying opportunities 
for better quality, better service, and cheaper price: 


(d) it has adverse effects on independent wholesalers by limiting their mar- 
kets and restricting competition; 


(e) it deprives the customer who patronizes one service station of a choice 
of brands and prices at that station. 


The Committee considers that oil companies should be free to compete with 
other suppliers of T.B.A. on the basis of the quality price and service they can 
provide, but they should not compete by excluding their competition by contracts 
such as market access agreements, directed buying and full-line forcing. The Com- 
mittee considers that wholesalers should be free to sell to any service station re- 
tailer and should not be excluded by contracts requiring the service station operator 
to buy exclusively from one supplier. 


The Federal Trade Commission has laid complaints before United States 
Courts charging unfair methods of competition against oil companies in connection 
with T.B.A. and commission agreements. The possibility of implicit or explicit 
coercion by oil companies in T.B.A. sales was examined in the following cases: 


In the Matter of B.F. Goodrich and the Texas Company (Docket No. 6485), 
In The Matter of The Goodyear Tire & Rubber Company and the Atlantic 
Refining Company (Docket No. 6486), and In the Matter of Firestone Tire & 
Rubber Company and the Shell Oil Company (Docket No. 6487). 


The lower Court found that the oil companies exercised enough power over 
their dealers to constitute inherent coercion, and accordingly the commission agree- 
ments between the suppliers and the oil companies were declared illegal. The oil 
companies appealed claiming there was no proof of overt coercion in their mer- 
chandise arrangement, but the Supreme Court upheld the judgment that proof 
of overt coercion was not necessary to make commission agreements illegal. 


In California in The West Coast Oil Case the United States of America 
obtained a judgment against a number of large oil companies. A portion of the 
judgment prohibits these oil companies from entering into or enforcing an agree- 
ment with a service station dealer which requires the dealer to purchase from 
the oil company or from a source designated by the oil company the dealer’s 
requirements of tires, batteries or accessories or which require the dealer to refrain 
from handling such products obtained from any other source. 


In Great Britain, the report of the Monopolies Commission was implemented 
by “voluntary undertakings” on the part of the oil companies. The effect of 
one of the undertakings given by the oil companies to the government was that 
lessees of service stations were entitled to stock, sell and advertise any brand 
of T:B.A. they wished to deal in. The oil companies undertook not to participate 
in arrangements under which they stood to benefit from the promotion and sale 
of T.B.A. by the oil companies, retailers, tenants or lessees. 


The Federal Trade Commission of the United States obtained court orders 
prohibiting oil companies and suppliers of tires from using the sales commission 
plan for marketing of tires. 


The lengthy enquiries by the Restrictive Trade Practices Commission in 
Canada, by the Monopolies Commission in Great Britain, and in the West Coast 
Oil Case in California all came to the conclusion that oil company practices 
of directed buying and full-line forcing were not in the public interest. 


The Gasoline Marketing Enquiry Committee recommends that service station 
operators in Alberta be given freedom to stock, sell, advertise and deal in any 
‘brands of T.B.A. or merchandise notwithstanding the provisions of any contract, 
‘and that any penalties or prohibitions limiting or deterring such freedom be de- 
clared to be null and void, unenforcible, and of no effect. 
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CHAPTER 14. REPAIR 


The repair and servicing of the customer’s vehicle traditionally has been 
associated with outlets for the sale of petroleum products. Frequently laws or 
regulations require as a condition of a license to retail petroleum products that 
minimum repair services be available to the public. 


There is always debate as to whether the sale of gasoline brings in the 
customers whose vehicles require repair, or whether the existence of the repair 
facilities bring in the gasoline customers. In any case these two divisions of 
the service station business complement and support one another. 


Originally oil companies were primarily interested in the petroleum sales 
division of the service station business. 


In the repair division of the service station business the service station 
operator enjoyed the most freedom from oil company interference in his business 
and it was also the most profitable aspect of his business. 


However, as the number of privately owned service stations decline and 
as the number of oil company owned and lessee operated service stations in- 
crease, oil companies are becoming increasingly involved in the repair division 
of the service station business. 


The directed buying arrangements, the full line forcing arrangements, and 
market access arrangements which the oil companies used to obtain a commis- 
sion or share of profit on sales of merchandise through service stations are now 
being used to obtain a share of the profit on an increasing line of repair parts 
supplied by oil companies. 


As privately owned service stations declined in number and oil company 
owned stations increased in number, oil companies had to face more demands 
from their tenants for the provisions of increased numbers of service bays. 

Oil companies were willing to subsidize service stations and facilities which 
increased the sale of petroleum products but there was more reluctance to pro- 
vide service bays, which provided no revenue other than rent, particularly if 
rent was subsidized. The oil company usually wanted its lessee operators to 
concentrate on increasing their sales of petroleum products which contributed 
materially to the oil company profits, rather than having the lessee concentrating 
on the repair division of his business which generated the most profits for him. 
There are accordingly many cases where the lessee considers his business justifies 
an additional service bay but he can’t reach agreement with his oil company 
landlord on mutually satisfactory terms for the construction of such a service bay. 

This problem is to some degree reflected in changes in rental formulae 
used by oil companies. When an oil company wanted to subsidize an outlet for 
the sale of petroleum products it could simply fix a low rental expressed in 
dollars per month or in cents per gallon of gasoline. In such cases the oil com- 
pany became concerned about its inadequate rental rate if the operator wasn’t 
selling much gasoline but was gaining a large proportion of his income from his 
repair business and was asking the oil company to build another service bay 
for him. 

Some companies then adopted a rental formula based on their estimate of 
the lessee’s gross profit (which of course included profit from the repair division) 
and used a percentage of this figure to determine its rent. This gave the com- 
pany some income based on profit from the repair division of a service station. 

In the Committee’s study of service station economics reported in Part 6, 
the Committee found that gasoline accounted for a high proportion of the total 
sales but a low proportion of the profit in most service stations. If the rental 
formula is based on a flat rate percentage of gross profit the percentage has to be 
low because the rate of gasoline profit is low. The low rate applied to a relatively 
low volume of repair doesn’t produce much additional rent. 

As reported in the chapter on rent, one company has now adopted a formula 
for rent under which it collects 1c per gallon on motor fuel sales, plus 6% 
of “other” sales, because greater profits are earned in “other sales” such as in 
the repair division. This produces more rent for the oil company from the 
repair division of each service station. 
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As service stations are becoming more closely identified in the minds of 
the public with the oil companies whose products they sell, the oil companies 
are becoming more closely concerned with the quality of repair work done by 
Service stations which affects the public image of the oil company. Some oil 
companies are now building large diagnostic centres or repair clinics operated 
directly by the oil company itself which actively engage in the business of diag- 
nosing mechanical problems and repairing motor vehicles. More companies are 
building large service stations with several service bays. 


Accordingly the oil companies are taking an increasing interest in the 
repair divisions of service stations and an increasing share of the profits derived 
from such repair operations. 
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CHAPTER 15. CREDIT TO CUSTOMERS 


(1) Credit Granted by Operator 

The granting of credit is an important part of doing business in a service 
station, but it can become a serious problem. Too much credit too freely given 
can result in credit losses which will ruin the business. Too little credit can lose 
profitable sales for the operator and drive good customers away. Many operators 
with no previous business experience have no knowledge of how to control credit, 
and nothing to guide them. 

For many years the service station operator like any other small business 
man, granted all of the credit that was granted to his customers. The successful 
operator who granted credit wisely earned the gratitude and loyalty of his cus- 
tomers, and the customer was inclined to go out of his way to deal with an operator 
whom he knew and with whom his credit reputation was good. The granting of 
credit was clearly a substantial contributing factor to the existence of “goodwill” 
enjoyed by the service station operator as an independent business man. An opera- 
tor whose business practices had built up “goodwill” of his customers could switch 
the brand of gasoline that his service station handled with the assurance that many 
of his customers would continue to deal with him. 

The oil companies have followed various practices which tend to reduce the 
goodwill enjoyed by a service station operator and to increase the goodwill of 
the customer to the product and the oil company such as— 

(a) they try to prevent lessee operators from buying or selling goodwill; and 

(b) in advertising there has been a decreasing emphasis in the advertising of 

the operator’s name and the name of the operator’s business, accompanied 
by increasing emphasis on product advertising and the oil company’s 
brand name; and 

(c) the manufacturer of gasoline who has already sold it to the service station 

operator steps in and issues its credit cards to customers of the service 
station and assumes the duties of the operator in collecting from his cus- 
tomers, giving the operator credit for such collections. 

By issuing credit cards to the motorist and by collecting accounts from the 
motorist, the oil company is educating the motorist to regard himself as a cus- 
tomer of the company rather than a customer of the particular service station 
operator. The customer’s loyalty to the brand name is encouraged and one of 
the reasons for the customer’s former loyalty to the operator has been removed. 

The disadvantage to the operator from loss of goodwill was not as apparent 
to him as the immediate advantage of not requiring as much working capital for 
the purpose of granting credit, and being relieved of the responsibilities and risks 
of extending credit and collecting from customers. The credit card relieves the 
operator of some financial worries but deprives him of a measure of his former 
independence and goodwill. 


(2) Credit Cards and the Opportunity to Influence the Motorist 

The credit card gives the oil company direct access to the customers of the 
service station operator. The oil company is directly in touch with the motorist 
on a regular basis when it sends out his personal monthly statements. 

At very little additional expense the oil company can enclose in the envelope 
with the statement, advertising material. 

If it advertises that its brand name stations carry a certain product this is a 
form of compulsion on individual operators to carry that product. If it advertises 
directly to the customer that his service station operator will have a certain product 
available at a designated price, this exercises compulsion on the dealer to sell at 
that price. In the dealer’s particular circumstances the price advertised by the oil 
company may be just right or too high or too low. In any case the oil company 
has advertised it, the motorist expects to be able to buy it at the advertised price, 
and this in effect compels the service station operator to sell at that price whether 
it is profitable for him to do so or not. 

Another type of advertising which creates problems for the service station 
operator is when the oil company advertises that “free” services will be performed 
by the service station operator. This involves no cost for the oil company but it 
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creates costs for the service station operator and reduces his profit. Conditions 
vary greatly from station to station and in some brand name stations the perform- 
ance of “free” services advertised by the oil company can create a considerable 
hardship. 

As an illustration the following is an excerpt from a mailing piece which was 
included with accounts being sent out to the credit card purchasers of one oil 
company — 

“We check (free) your whole cooling system. We flush it out. Check all the hoses 
and clamps...We put in... anti-freeze...And finally we give you a written 
guarantee that is good at any (name of brand) station in Canada. So you are pro- 
tected — and if you ever need ‘topping up’ afterwards, its free too.” 

The oil company advertises this “free” service but it is the service station 
operator who has to pay for it. The flusher that is required to flush out the cooling 
system costs the operator approximately $450.00. It takes approximately one 
hour’s labor to flush the radiator. The service station operator has to purchase his 
own flusher and he has to pay the labor. He can’t charge the customer because the 
oil company has advertised directly to the customer that their operators will do 
this “free”. If during the winter a motorist boils over his anti-freeze and needs 
“topping up,” the advertising circular states the additional anti-freeze is free too. 
The service station operator has to buy the anti-freeze from the oil company, but 
the oil company advertises directly to the customer that the operator will give it 
away free. The motorist who requests the service station operator to “top up” his 
anti-freeze free, may not be a customer of that operator, but the operator is under 
compulsion to supply free anti-freeze because the motorist has a written guarantee 
that is good at any station of that brand in Canada. 

The Committee considers it to be unfair for an oil company to advertise to 
the customers of a service station operator that the operator will perform any 
service for a designated price or will perform any service free. 

If the oil company was running the risk of the success or failure of a particu- 
lar service station and if the oil company was writing out the pay cheques to the 
employees of that service station then it would be appropriate for the oil company 
to fix retail prices at that station or determine what services were given free by that 
station. However, as long as the service station is run by owners or lessees who 
are supposed to be “independent business men” the oil company should not deter- 
mine what prices those men should charge for the merchandise they buy or what 
services they should provide free. 

The credit card billing to the motorist frequently is accompanied by advertis- 
ing of some well known item of merchandise which is available to credit card 
holders only, at a greatly reduced price. This fosters the impression in the mind of 
the motorist that his credit card is the item which enables him to obtain various 
kinds of bargains. By association this may make him consider his gasoline is a 
bargain even though he pays a higher price for it than any other category of 
gasoline buyer. 

(3) Credit Cards, and Quantities Purchased 

The Observation Research Corporation, of New York City conducted a 
nation wide survey of service stations on behalf of the Coca Cola Company and 
four leading oil companies. 

They found that credit users buy more. Credit purchases averaged $4.07 as 
compared with cash purchases which averaged $2.49. The credit purchase was 
accordingly two-thirds more than the average cash purchase. 

Women customers are the biggest credit users. 25% of the women drivers used 
credit compared to 18% of the men drivers. The survey concluded that one way 
of increasing service station sales and profits was to develop more credit customers. 
People make bigger purchases when they can “charge it”. Accordingly encouraging 
people to use credit should be an effective method of increasing sales. 

Motorists are aware from their own experience of the activities of the 
oil companies in encouraging the use of credit cards. 

(4) Competitive Advantage From Widely Acceptable Credit Card 

Not only do credit cards encourage the purchase of the product. A credit 

card that is acceptable in service stations from coast to coast, gives the gigantic 
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international oil companies a tremendous competitive advantage over small oil 
companies which operated in a limited area. The motorist travels all over the con- 
tinent. The advantage to him in having a single credit card which enables him to 
acquire gasoline wherever he travels is very great. This kind of a credit card 
gives the international oil company a competitive advantage small independents 
and off-branders cannot match. 


In the beginning some oil companies confined the use of their credit cards to 
purchases of gasoline, oil and other petroleum products. However, it was in the 
interests of the oil company to encourage sales by the service station of tires, 
batteries and other merchandise which were either sold by the oil company to the 
operator or in respect of which the oil company received a commission from the 
manufacturer. Just as a credit card which was widely acceptable geographically 
gave the oil company a competitive advantage, so also did a credit card which 
was widely acceptable for a wide range of products and services. Most oil company 
credit cards now cover a wide range of products and services in the brand name 
service station. 


(5) Costs of Credit 


Although credit to the customers of a retailer is normally a cost of retailing, 
when the manufacturers of gasoline decided to go into the business of granting 
retail credit for purposes of promoting their sales, they added the cost of such credit 
to the cost of gasoline itself. 

This practice is unfair— . 

(a) to the retail purchasers of gasoline who buy for cash and do not use 

credit; and 

(b) to retail competitors of the integrated brand name oil companies who buy 

their gasoline from such companies but who in addition have to incur 
their own costs for extending credit. 


The price of gasoline to the motorist is the same whether he purchases for 
cash or uses credit. The cash purchaser obtains gasoline alone, but for the same 
price the credit purchaser obtains both gasoline and credit. 


Some oil companies advertise that outlets selling their brand name products 
will accept all credit cards. This compels the service station dealers who sell those 
brands of gasoline to accept whatever credit card the motorist presents. When 
the service station dealer claims from the company which issued the credit card for 
the amount of the credit purchase on that card that company normally charges 
the dealer a collection charge of 5% which is approximately 2c per gallon. In 
an above average station the operator’s profit per gallon on gasoline sales is 1%c 
as illustrated in chart 48 and in table 44. In large numbers of stations the profit 
per gallon is much less. If the operator’s profit is reduced by a credit charge of 2c 
per gallon, in a majority of cases this will wipe out the operator’s profit on the 
gasoline sale and result in a loss per gallon for every gallon sold. 

The B.C. Royal Commission calculated the cost of credit to be 1%c per 
gallon of credit card sales. The calculations of all oil companies indicate as shown 
in Table 137 that the cost of credit cards averages 1.38c per gallon of all gasoline 
purchased on credit in Alberta. If the cost of credit is spread over not only the 
gasoline purchased on credit but the gasoline purchased for cash as well, the cost 
of credit is reduced to half a cent per gallon. 


It seems clear to the Committee that the users of credit should pay the cost 
of credit they use, and that those who do not use credit should not have to pay 
for it. 


The Committee considers that the oil companies should recover their cost of 
credit cards by adding to each credit card customer’s monthly statement, a credit 
service charge based on the purchases actually made on credit by that customer. 
The customer will then have a free choice of whether he wishes to buy for cash 
and save the cost of credit or whether he wishes to use the credit card service and 
pay the costs for this convenience. The periodic billing by credit card should show 
the cost of gasoline at the same price as the cash customer pays, and the cost of 
credit in respect of the customer’s purchases could be shown as a separate item. 
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CHAPTER 16. ADVERTISING 


(1) Emphasis on Brand rather than Operator. 


The service station used to be identified in the minds of the public with the 
name of its operator which was prominently advertised and displayed. Customer 
loyalty was earned by the quality of the operator’s service, and the brand of 
products handled was of secondary importance. The customer dealt with the opera- 
tor he had confidence in, and he bought the products the operator chose to handle. 
The operator clearly had “goodwill”, and if he changed brands most of his cus- 
tomers continued to patronize his outlet. In such circumstances the operator had 
some independence and some bargaining power with his oil company. 

As the number of privately owned outlets decline, and as the number of 
lessee outlets and the volume sold by lessee operated outlets both increase, in- 
creasing prominence has been given to the company name and the brand name and 
the name of the operator has almost been eliminated from the premises of most 
service stations. In such circumstances the operator has less goodwill and he is 
less conscious of the goodwill he builds up and acquires. At the same time the 
public is less conscious of terminations and changes in operators, and the brand 
name goes on forever. 

Oil companies by extensive campaigns over a period of years have been try- 
ing to promote the loyalty of the customer to a brand name, rather than to the 
particular owner or outlet from whom he has been in the habit of purchasing. 

As customer loyalty to the brand is built up and as customer loyalty to a 
particular operator declines the operator has less independence and less bargaining 
power with the oil company. 

With the increasing mobility of people, nationwide brands have an increasing 
advantage. The traveller or the stranger in the new community who doesn’t know 
an operator is attracted by a familiar brand. 

The nationally advertised brand gains an increasing advantage over local 
brands. 

Although the service station operator benefits from the product and brand 
advertising conducted by the oil company, its most important effect is to assist 
the “cartel” companies in maintaining their monopolistic position in marketing. 
The gigantic international oil companies with their internationally advertised 
brands have a marked competitive advantage over small oil companies marketing 
in a limited area. 

The average advertising expense reported by the “cartel” subsidiaries operat- 
ing in Alberta in answer to questionnaire 13 was approximately $500 per retail 
outlet, or 0.61c per gallon of gasoline sold. 

The term advertising covers advertising of all sorts, including national and 
local advertising, advertising by various media such as newspaper, radio, T.V. and 
billboard, brand signs on premises and vehicles, point of sale advertising, road 
maps and touring services, special promotions involving gifts or prizes, and gen- 
eral publicity and public relations of all sorts. 


(2) Contracts Enable Emphasis on Brand Advertising 

The right a dealer formerly exercised to advertise his name and his business 
has been whittled down and the oil company’s right to advertise its name and its 
products on the dealer’s premises has been built up by contract provisions appear- 
ing in various contracts. 

The oil companies in answer to question 75 reported on contracts containing 
provisions requiring the dealer to advertise the oil company and its brand products 
and limiting or restricting the dealer from other advertising. Each company re- 
ported several contracts containing such requirements, limits or restrictions, as 


follows: 
Company No. of Contracts 


mMoaAw> 
BRUNIA 


Chapter 16 Page 183 


Several of these contracts contained more than one provision relating to advertising. 


A lease provides that the oil company may erect and maintain such advertis- 
ing signs on the service station premises as it deems advisable and the operator 
will not erect any other signs or advertising except with the written consent of the 
oil company. 

A mortgage provides that the operator will promote the continuous sale of 
the oil company’s products under its brands and trade marks. The mortgage pro- 
vides that the operator will paint his buildings, pumps and equipment in the color 
scheme of the oil company and use its advertising. 


An equipment loan agreement obligates the dealer to use the equipment 
solely for the storage handling and display of petroleum products manufactured 
by the oil company. 


An agreement for a loan of money to a dealer provides that the oil company 
may erect such advertising signs on pumps and premises as it deems advisable and 
the operator agrees to keep them in good repair and condition and not to erect or 
permit any other signs without the consent of the oil company. 


In a plastic sign lease the dealer is obligated to erect or install the signs and 
advertising devices on the premises of the dealer in such locations on the premises 
as may be designated by the oil company. 


In a dealership agreement, the dealer undertakes not to affix to a sign or pole 
any other sign, placard or advertising except with the written consent’ of the 
company. 

In a conditional sale contract of equipment the dealer is obligated to use the 
equipment exclusively for the sale of the company’s products and until all monies 
are repaid he agrees not to sell, deal in or handle petroleum products purchased 
from any other person, firm or corporation. 


In an agreement for consignment of merchandise the dealer agrees to submit 
to the oil company for its approval, samples of all signs and other advertising which 
the dealer proposes to use in advertising the merchandise, and upon termination the 
dealer is required to cease to use the signs, brand names, advertising and color 
schemes of the oil company. 


In a service station lease the operator is responsible for installing advertising 
decals, etc., supplied by the oil company and he is required to report to the oil 
company any damage, defect or malfunction in the oil company’s identification 
signs on the premises. 

The oil company furnishes to the dealer signs and advertising devices which 
the dealer agrees to use solely in connection with the sale of the oil company’s 
products. A dealership agreement provides that the dealer will not sell under the 
oil company’s trade marks, trade names or color scheme any products other than 
those purchased from the oil company. 


As a result of such provisions service station premises now carry very little 
advertising of the name of the business or the name of the owner and there is 
heavy emphasis on the advertising of the oil company’s brand name and products. 


Oil company marketing executives advised us that the most important factor 
in attracting customers to a service station was the confidence of customers in 
an operator. This “goodwill” used to attach to the operator and to his business 
name. However, the advertising emphasis at the service station on the color 
schemes of the oil company, its trade marks and brand name, tend to transfer 
“goodwill” from the operator to the company and to make the customer regard 
himself as a customer of the company. 


(3) “Shared Cost” Advertising Programs 


Some oil companies contribute to local advertising programs where the cost 
is shared, partly by the oil company and partly by the local operators. These shared 
cost programs as distinct from special promotions sponsored by the oil companies, 
are not a major feature of the over-all advertising program. 
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Two companies reported that they did not participate with individual service 
station operators in cooperative advertising on a local basis. Three companies do 
participate in shared cost advertising. 


One of these companies reported that it does not conduct or initiate such 
shared cost advertising programs but on occasion, the company supports with 
funds a group of dealers who have initiated a local promotion. 


Another company which participates in these programs described its activities 
in part as follows: 

“Such programs are usually used for service station openings and special events, 
although they may be used in connection with T.B.A. sales. In all programs of 
this kind, operator participation is voluntary. It is customary for the Company to 
provide all point-of-purchase material and mailing pieces while the cost of advertising 
in newspapers, radio and television is shared between the Company and the operator. 
Merchandise or other material given away in such programs is usually purchased by 
by the operator at Company cost with a portion of the material cost often being 
subsidized by the Company.” 

Another company indicated that its participation in such programs consisted 
of supplying mailpieces to operators who requested them, the provision of art work, 
mats and cuts to be used in advertising, radio scripts and television commercials, 
and in some cases a percentage of the media costs. 


Depending on the program, the oil company contribution varies from 25% 
to 75% of the total cost with the operators paying the balance. The oil companies 
indicated their average percentage contribution was about 50%. 


The following is an illustration of such a program: 


A radio campaign was broadcast over a local radio station for an eleven week 
period. The purpose of the campaign was to advertise oil company products and 
to give commercials for the participating dealers. Thirty second spot announcements 
were broadcast several times per week during the eleven week period on broadcasts 
originating from various stampedes, fairs and rodeos. The oil company paid 50% 
of the cost of the program and the 30 dealers paid the remaining 50%. The cost 
per operator was under $40. 
The following is another illustration of such a program. 


The service station dealers of an oil company were interested in decorating their 
stations during the annual fair in their community. The oil company on their behalf 
investigated the source of decorations and the costs. The oil company agreed to pay 
45% of the total costs and the participating operators paid the balance. The cost 
per operator was approximately $25. 
No problems appear to arise between oil companies and operators in respect 
of shared cost advertising. 


(4) Gasoline Special Promotions 


The subsidiaries of the four “cartel” companies marketing in Alberta appear 
to give tacit recognition to the presumption that none of them will benefit from 
price competition and all would suffer from lower prices. Occasionally if an inde- 
pendent or off-brander lowers his prices too far the major companies all lower 
theirs in the limited area where he operates until he learns there is no profit for 
him in such a practice or until he is driven out of business. 


However, in the normal situation there is no advertising of gasoline price by 
the major companies and no price competition in selling to service stations. 


There is however vigorous competition by advertising and by every means 
other than price to increase each company’s market share without lowering prices. 


In the October 1968 issue of the publication “Consumer Reports” an article 
was published entitled “Buying Gasoline” which read in part as follows: 


“The pitchmen’s spiels may change, but a carnival air still surrounds the selling of 
gasoline. Yesterday, the pitchmen insisted that ever-higher octanes worked ever- 
greater wonders in automotive performance. Today, the spiel emphasizes mysterious 
ingredients that somehow convert ordinary gasoline into a magic elixir for your 
car. Yesterday, giveaways and trading stamps were the favorite comes-ons. Today, 
proliferating games of chance, promoted more stridently than the gasolines them- 
selves, have turned most service stations into bingo parlors. 


The industry seems determined to confuse rather than inform the consumer. He’s 
given no more real facts about the product than he ever was. Octane ratings don’t 
appear on gas pumps. An apparently ‘exclusive’ additive, such as Shell’s ‘mileage 
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ingredient,’ Platformate, turns out to be a component similar to those used in formu- 
lating other brands of gasoline... Present reforming is accomplished largely with 
platinum-type catalysts. Shell calls the resultant product Platformate...And most 
other gasolines sold have been compounded to achieve results similar to the Plat- 
formate fuels... 


Neal A. Pritchard, Vice-President for Automotive Planning and Market 
Analysis, TRW, INC. as quoted in “Advertising Age” and reprinted in the October 
1968 issue of “Consumer Reports’ in the article entitled “Buying Gasoline” is 
reported to have stated: 


If we continue to insist...that a gasoline is better because it contains a certain 
ingredient, when practically all of them do, are we not asking for a ‘truth in 
advertising’ bill that would extend controls far beyond what exists now? It is this 
skirting the edge of legality, staying just a shade short of untruth, that endangers 
us alle: 


In the October 1968 issue of the publication “Consumer Reports” an article 
was published at page 528 relating to advertising which reads in part as follows: 


Whatever happened to that friendly service station owner with the basset hound who 
worried about your car? Whatever happened to all those nice, clean rest rooms? 
We don’t hear about them any more; it’s all fun and games these days. As a result, 
we do hear about the fellow in North Carolina who collected several thousand 
gasoline-game coupons, hoping to make some money for a local charity. He won 
all of $21, and concluded he’d almost be better off with chewing gum on the end 
of a string, fishing for quarters through sidewalk gratings. A newspaper columnist 
in Cincinnati solicited, again for a local charity, 5125 game coupons and netted $9 
—and that $9 worth of winners all came from a sealed box of cards he’d bought 
from a local service station for $15. It’s hard to make money that way. 

Both Congress and the Federal Trade Commission are taking cool looks at the 
blight of gas-station games of chance... 

By contrast, trading stamps provide a relatively reliable return, of sorts. It is 
estimated that their cost adds from 0.7c to 0.8c per gallon compared to the games’ 
basic cost of 1.5c to 2c per coupon. 

The games work this way: A company that markets such games selis the game mater- 
ials to an oil company, which in turn sells them to its retail service stations, which 
give the coupons out to customers (or, sometimes, to anyone who wanders in off 
the street and asks for one). Each game is set to run for a limited time period, 
usually about six weeks. Thereafter a new game usually starts — “Dollar Jollies” 
may be followed by “New Dollar Jollies” and “Dollar Jollies Plus.” But coupons 
given for one game are worthless for later ones. 

The oil company pays for advertising the game and reimburses retail dealers for any 
prizes their customers win. According to the survey of the Subcommittee on Small 
Business, in 1966 and 1967 one typical company (unnamed) spent about $7.2 million 
advertising its games. It paid about $3.8 million to game companies, for materials. 
It paid its dealers $7.7 million in prize money and received from the dealers $8.3 
million for game materials — the dealers, then, wound up losing about $600,000 
on the deal. Total cost to the oil company: $10.4 million. Biggest winner: the 
advertising media.” 


Mr. D. H. W. Henry, director of investigation under the Combines Act was 
quoted as follows in commenting on another industry which has some similarity to 
the oil industry: 

“Instead of price competition, Mr. Henry said, the industry competes internally 

through product differentiation requiring inordinately large sums for promotion. 
‘Competition is therefore cost-increasing rather than price-reducing.’ 
Development of price competition, he said, ‘is the soundest remedy and will 

also be effective.’ ” 

“He added that price appears to have no identifiable relation to cost and does not, 

as it would under competition, tend to ‘approximate cost of production but rather 

tends to be considerably above it.’” 


Dr. Winn, a Marketing Specialist at Colorado State University in a panel 
discussion in Denver in 1966 discussed this type of non-price competition. He 
pointed out why some companies consider it better to compete on some other 
basis than price, as follows: 


“Byverybody gets hurt in a price war. If you can attract the consumer by bonus, by 
bingo, by stamps, by anything you can think of, without damage to your price 
situation, why this is the way you compete primarily because...a price war hurts 
everybody, and the independent will be the one that is hurt the most. Let me 
show you an example...my professor told me that price wars got so bad in Los 
Angeles that the price of milk got down to Ic a quart and the super market across 
the street put out free milk. When the housewife went to get her free milk they 
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gave her a penny and told her to go across the street and buy her milk... we have 
price wars...when one goes down and the other one has to meet the price and 
so on down the line. And then you get to the point where they’re losing money.” 

Dr. Winn concluded that in a situation where all marketers are losing money 
in this type of price competition they reached the common conclusion that they 
prefer non-price competition rather than price competition. The handful of oil 
companies which dominate the marketing of gasoline appear to have reached 
such a conclusion because non-price competition is common whereas active price 
competition is rare. 

Mass advertisers and advertising media promote the myth in the minds of the 
public that advertising is always price reducing. 

Advertising, if accompanied by price competition, tends to be price reducing. 
However, advertising in a monopolistic industry or in an industry where prices are 
administered or controlled may be cost increasing. 

To the extent that special advertising promotions are cost increasing, the 
oil companies have to recover such costs and it is the motorist who has to pay. 


(5) Contests, Prizes, and Premiums 

A large number of oil company special promotions result in the giving of 
prizes, premiums or benefits of one kind or another to the motorist. Promotions 
of this sort include such programs as: 

Take Off With Shell, 

Shell Oil Tumbler Promotion, 

Texaco’s “Tempo Tumblers”, 

Texaco’s “Top of the Morning” china, 

B.A.’s “Musical Showcase”, 

B.A.’s “Extra-kick Horsepower”, 

“B.A. Lucky Bucks”, 

Royalite’s “Windfall”, 

Imperial’s “Movie Time Special”, 

Imperial’s “All-Out Quality Contest”, 

Imperial’s “Play Tiger, Tiger, Tiger’. 


These promotions can be classified in three categories. In the first category 
are the television programs such as B.A.’s Musical Showcase and Royalite’s Wind- 
fall which have been continued for months. Such programs are aimed at increasing 
the company’s share of the market by appealing to the segment of the market 
classed as “brand switchers” and converting occasional shoppers to steady cus- 
tomers. The motorist is automatically entered in the prize contest for every pur- 
chase made on his credit card. Motorists can also enter by mailing an entry form 
to the studio. Many of the prizes are merchandise or services which are contributed 
by participating manufacturers and suppliers in return for the air-time and promo- 
tion of their products. Such programs usually do not require a financial contribu- 
tion from the service station operators. Where the operator is under no compulsion 
to contribute toward the cost of a brand name advertising program, usually no 
problems in the relationships between the dealer and the oil company arise. 

The second category of promotion is where the oil company advertises that 
with each purchase of a designated number of gallons of gasoline the purchaser 
either becomes entitled to an item of merchandise free or at a price that is below 
the cost to the operator of the particular item of merchandise. 

For instance, an oil company may buy an item of merchandise for 1éc. It sells 
the item of merchandise to the operator at its cost of 16c. The oil company then 
advertises to customers that the operator will give them this item of merchandise 
free with the purchase of $3.50 worth of gasoline which is approximately 8 gallons. 
If the operator gives away a 16c item for each 8 gallons of gasoline purchased, the 
effect is that the operator receives 2c less per gallon than his normal markup. 

There are many variations of this type of promotion which are adaptable to 
the price of the merchandise that the customer is intended to receive. If the item of 
merchandise is more expensive, the program will provide that the motorist can buy 
the item for a designated price with the purchase of a designated number of gallons 
of gasoline. Usually with the purchase of $3.00 or $3.50 of gasoline the purchaser 
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becomes entitled to buy merchandise from the operator at 10c to 15c below the 
cost of the merchandise to the operator. The cost of the merchandise to the opera- 
tor is usually the oil company’s cost which is well below its usual retail price. This 
together with the operator’s contribution of 10c or 15c per item, (representing 
from lc to 2c per gallon) provides a bargain which is a real incentive to the 
motorist. The result is that either the operator alone or the operator together with 
the motorist pays the entire cost of the merchandise which is given away or sold 
and the oil company only pays the costs of publicity and promotion. 

The third category of promotion includes the games where the motorist re- 
ceives a coupon or ticket which gives him a chance to win a prize. “Take Off with 
Shell”, “B.A. Lucky Bucks”, and Imperial’s “Play Tiger, Tiger, Tiger” are items 
of this sort. In such promotions the motorist receives an envelope or ticket each 
time he purchases gasoline which in some form or another gives him an oppor- 
tunity to win a prize. The company requires the service station operator to pay 
for the envelopes or tickets which he gives away to his customers. The oil com- 
pany pays the cost of advertising the promotion and providing the prizes, but re- 
covers some of its cost by requiring its operators to pay to obtain the envelopes or 
tickets to be given to the motorist. 

The oil companies stress that no purchase by the motorist is required to obtain 
such an envelope or ticket and a person wanting to participate simply has to go 
into a service station of that brand to receive it. This is probably done to avoid 
Alberta’s Code of Fair Competition which forbids retailers to give prizes or pre- 
miums to “purchasers”. The oil companies reported the prices at which such enve- 
lopes or tickets were sold to their dealers and the prices per ticket were usually 
around Ic although in one case it was as high as Sc. 

The oil companies tend to minimize the cost of such a promotion to the 
operator. For instance if the giveaway ticket costs Ic and the operator gives one 
to each purchaser who purchases an average of 8 gallons, the oil company says 
the operator’s cost is increased Ysth of a cent per gallon. 

The operator on the other hand says that during a promotion a motorist who 
is interested in obtaining chances on the prize will make smaller purchases of 
gasoline and will call much more frequently. The dealer purchases the tickets in 
sizeable quantities, and if he has too many he considers he may as well use them 
so he gives them away at the rate of two or three to a customer instead of one. 
Where a minimum purchase is required dealers report that they are unable to 
refuse to give a ticket to good customers who request a ticket even if they have 
purchased less than the minimum. 

In all these games of chance the oil companies stress that no purchase is 
required and any person is entitled to a ticket who simply calls at the station. 
There are a considerable number of cases where this is done. One operator reported 
that a school bus stops at his station and during a campaign every passenger wanted 
a ticket. Another had a policeman who called several times a day and picked up 
a ticket each time for the duration of campaign. 

One oil company confirmed that during a particular campaign it estimated 
normal purchases of approximately eight gallons per customer dropped to about 
six gallons per customer. Another oil company reported a similar experience 
that customers make smaller purchases in order to obtain more cards and chances 
of winning. 

In answer to question 71 the oil companies provided the Committee with a 
comparison of the cost to the oil company and the cost to the operators collectively 
of promotional advertising programs. 


Costs of Advertising Promotions 


Paid by Operators Paid by Oil Company 
Promotion A $117,500 $ 67,462 
Promotion B 96,200 50,800 
Promotion C 85,000 47,400 
Promotion D 50,020 123,600 
Promotion E 24,100 94,944 
Promotion F 4,575 45,005 
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The purpose of advertising generally is to promote the sale of the advertised 
product. The value of advertising accordingly is not normally measured in terms of 
benefit to customers. Special promotions are only a small part of the advertising 
program of most oil companies. However, as the special promotions all involve 
the giving of prizes, premiums or benefits to the motorist, we inquired as to the 
relationship of the total cost of the special advertising promotion as compared with 
the benefits received by the motorists. 


The oil companies pointed out the difficulties of placing a monetary value on 
prizes given to winners. One company stated that most of its prizes were supplied 
free in exchange for on-air promotion. In placing a value on such prizes there is 
a difference between the manufacturers cost which is not known to the oil com- 
pany, the distributor price, the suggested list price, and the usual selling price. The 
value of a prize may differ as between different winners. For instance a trip by 
air to a holiday resort will differ depending upon the community in which the 
winner resides. When a purchaser of gasoline is given a free tumbler is the cus- 
tomer benefit measured by the cost of the tumbler to the oil company or by the 
normal retail price of the tumbler? 


A standard advertising program which results in no direct benefit to the 
customer may cost just as much and be less successful than a promotion which 
does confer some benefit on customers. Accordingly we consider there is no 
meaningful relationship between cost of a special program and the prizes or benefit 
given to customers. Subject to the above, we report for information the total cost 
of several promotional advertising programs and the reported benefit conferred on 
customers from each. 


“Comparison of Cost and Customer Benefit” 
Special Advertising Promotion 


Total Cost to Oil Reperted Value of 

Company and Operators Benefit to Customer 
Promotion 1 $173,620 $36,567 
Promotion 2 49,580 4,850 
Promotion 3 119,044 33,050 
Promotion 4 184,962 90,000 
Promotion 5 139,100 85,000 
Promotion 6 265,900 96,200 


A question in the mind of the Committee was how much permanent advantage 
is gained by any of the major oil companies from running such special programs 
alternately. The replies indicated that if one conducted a special program and the 
others didn’t that one might gain a competitive advantage. However, if each 
company runs one, the customers it lost to others during their special campaigns 
are regained when it runs its own, thereby maintaining approximately the status 
quo. One company’s reply said in part as follows: 


“The special promotions...were planned with the intent of improving market 
share”... “sales statistics...lead us to the conclusion that our market share im- 
proved concurrently with the running of the programs.” “It is unlikely that a per- 
manent increase in market share from a single advertising program can be achieved 
in a competitive environment. The consumer who was influenced to change his 
buying habits during (our) advertising program is subject to being influenced by a 
competitor’s advertising once (ours) has stopped...” “Whether or not... the 
special promotion resulted in a permanent improvement in market share... is 
difficult to measure.” 


The following excerpts were taken from the reply of another company: 


“During a period ...(the special program) made a significant contribution in sales” 
... ‘this program was seriously affected by strong competitive activities of other 
major oil companies, who introduced service station games, which had a faster payout 
to the customer’”...‘“‘A temporary percentage increase in the sale of (premium) 
was achieved, although total volume of gasoline was affected by strong competitive 
activities by other majors.” 


“During the term of this promotion, a temporary large percentage increase of cus- 
tomers was generated, which offset earlier losses in gallonage.” 
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Another oil company expressed the opinion that its special promotions helped 
to increase the number of customers but stated: 
“There is some element of defensive action inherent in such programs since they 
also serve to retain customers who might otherwise be lost to competitors. It is 
difficult to precisely determine the effect of the campaigns on our share of the 
retail market toward which the special promotions were directed.” 
Special advertising programs originate with the oil company, advertise the 
products of the oil company, and the oil company is responsible for them. 


The oil company by its advertising and national publicity tells the motorist 
about the special promotion and describes the merchandise, ticket, or envelope 
that all of its brand name dealers will supply. By this advertising the operator is 
compelled to be a participant. In many promotions the oil company then requires 
the operator to buy the merchandise, tickets or envelopes that it has described in 
its advertising. The operator is thereby compelled to assume a substantial portion 
of the cost. 


In some promotions the operator’s cost is as high as 2c per gallon, in many 
it is as high as 1c per gallon and some are less than 1c per gallon. In an above 
average station the operator’s profit per gallon on gasoline sales is 114c¢ as illus- 
trated in chart 48 and in table 44. In large numbers of stations the profit per 
gallon is much less. If an advertising program is initiated by the oil company which 
compels its operators to participate at a cost of from one-half cent to two cents 
per gallon, this will eliminate the operator’s profit in many cases and in some cases 
will result in a loss per gallon for every gallon sold during the promotion. It is 
for this reason that the operators are so strongly opposed to certain of these 
promotions where they are called upon to pay a large amount of the cost. 


(6) Laws Affecting Advertising Promotions 


Service station operators in various jurisdictions have persuaded their local 
governments to ban or restrict gasoline promotions. 


A National Better Business Bureau newsletter of September 1967 reads in 
part as follows: 


“A case in point is the giveaway contests conducted by major oil companies through 
their dealers and dubbed with such fanciful names as ‘Win-a-Check,’ ‘Sunny Dollars,’ 
“Money Bags’ and ‘New Super Money Bags.’ The question is whether these promo- 
tions violate any state lottery laws. 

As disclosed in (National Better Business Bureau) September Service Bulletin, the 
Ohio Attorney General has ruled that oil company giveaway promotions, among 
others, violate the state’s lottery laws. It thus became the fifth state in which these 
giveaway games are illegal. The other four are Washington, Wisconsin, Idaho and 
Kansas.” 

“A promotional game which requires a participant to go to the premises of a com- 
mercial enterprise to obtain a token necessary for participation, although no pur- 
chase is required to obtain the token, is a scheme of chance and a violation of 
the lottery statute.” 


The following news report was carried in the Calgary Herald of March 23, 1968: 


“GASOLINE PROMOTIONS BARRED IN MARYLAND ANNAPOLIS, Md. — 
Tigerama, Sunny Dollars and other gas station promotional games will be barred 
from Maryland after June 30 under a law enacted Friday by the general assembly. 
The bill still must be signed by Governor Agnew. 

A spokesman for the National Congress of Petroleum Retailers said the legislation 
was the first of its kind in the nation. 

The bill was strongly supported by service station operators who contend that the 
games cut into their profits and cost the public at least an additional penny a 
gallon. 

For two legislative sessions Maryland gasoline retailers have lobbied and even 
picketed in an effort to convince the General Assembly that the take-a-card games 
are costly, inconvenient and sometimes fraudulent.” 


The State of Massachusetts by Chapter 602 of the 1968 Statutes, enacted a 
law entitled “An Act Prohibiting the Giving of Chances or The Offering of Prizes 
by Gasoline Stations.” The new Section 6C reads: 


“Section 6C. No dealer or seller of motor vehicle fuel shall engage in, promote 
or in any way operate any contest or game by which a person may, as determined 
by chance, receive gifts, prizes or gratuities in connection with the sale of goods 
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or services. This section shall apply to any such contest or game whether or not 
a purchase is required to participate therein. Whoever violates the provisions of 
this section shall be punished by a fine of not more than two thousand dollars 
or by imprisonment for not more than one year.” 

Under the Industry and Development Department Act the government of 
Alberta enacted Alberta Regulation 406/60 entitled “General Code of Fair Com- 
petition and Business Practices in and for the Province of Alberta”. Section 3 of 
that Order-in-Council read (before it was rescinded): 

“3. No licensee shall give or offer to give, directly or indirectly, any gift, premium, 
services, concession, prize or other benefit of any kind or character whatsoever 
to any person. 
(a) who purchases any goods or service from the licensee, or 
(b) to induce any person to purchase any goods or service from the licensee, or 
(c) for the purpose of furthering the sale of any goods or service by the licensee.” 
Many of the oil company special promotions must have been very close to be- 
ing a violation of this Section. In the promotional games where a ticket or envelope 
is given containing a chance the oil companies stress that any person is entitled 
to one who goes to a service station and asks for one. Presumably if they are 
giving it to anyone, rather than just to a person “who purchases” or “to induce 
any person to purchase” they may be avo'ding the express wording of clauses 
(a) and (b). 


(7) Recommendations of the Committee 


_ The problem of advertising in various forms is clearly one of the irritants 
which imposes strains on the relationships between oil companies and their service 
station operators. 


In this connection the Committee makes three recommendations. 


Firstly: We consider that the lessee or owner of a service station should be 
free to do such advertising as he sees fit. He should not be under any contractual 
or other compulsion from the oil company, 


(a) to advertise its name or brand name or its products; or 
(b) restricting his right to advertise anything else. 


The operator who buys brand name products for resale should be free to advertise 
them to such extent as he sees fit, but he should be under no compulsion to ad- 
vertise them or to advertise them exclusively. The operator should similarly be 
under no compulsion from the oil company to refrain from advertising anything 
else he chooses to handle on the premises. The operators should be relieved from 
performing those provisions of various contracts which obligate them to advertise 
certain items in certain ways and which restrict them from advertising other 
merchandise. 


Secondly: An operator who buys brand name gasoline for resale pays a higher 
price and one of the advantages that should accrue to him is the advantage of 
the company’s brand name advertising. The off-brander buys gasoline at a 
cheaper price, and one of the things he does not get is the advantage of the oil 
company’s brand name. 


When an oil company initiates and undertakes a special promotion advertising 
its brand name products, and by the nature of the promotion places its brand 
name dealers in circumstances which compel them to pay a portion of the cost 
of the promotion, this creates justifiable resentment on the part of the dealers. 
The dealer is coerced to participate by circumstances devised by the oil company, 
the dealer’s costs are increased by an amount determined by the oil company, and 
this additional cost to the dealer can reduce his profits or create a loss. 


The Committee recommends that the dealers be freed of any obligation to 
contribute to the cost of an oil company advertising program advertising its 
products or brand name, and that oil companies be prohibited from recovering 
such costs from the operators by the sale of tickets or chances, or by the sale 
of gifts or premiums that the operator is required to give away, or by the sale 
of merchandise which the operator is required either to give away or to sell below 
his cost, or by any other means. 
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Thirdly: It appears that if one company runs a special promotion involving 
gifts, premiums or giveaways then each of the other companies feels compelled to 
run a similar program to be competitive and to retain its market share. The oil 
companies themselves do not claim that they derive any permanent increase in 
volume or any permanent advantage from the conduct of such special promotions. 
In the words of one of them 

“The consumer who was influenced to change his buying habits during (our) 


advertising program is subject to being influenced by a competitor’s advertising 
once (ours) has stopped.” 


Such advertising is cost increasing rather than price reducing and it is the 
motorist who ultimately has to pay these costs which have to be included in the 
price of his gasoline. 


We accordingly recommend that Alberta follow the lead of states such as 
Maryland and Massachusetts which have prohibited dealers in gasoline from 
operating contests or games where motorists receive gifts, prizes or premiums. 
This appears to be the present intention of our existing Code of Fair Competition 
in Business Practices passed under the Industry and Development Department 
Act in which the oil companies appear to have found some loopholes. 
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CHAPTER 17. MISCELLANEOUS PROBLEMS 


(1) Shrinkage 

The volume of gasoline varies with its temperature. If gasoline is delivered 
to the dealer and metered into his storage tanks at one temperature and sub- 
sequently metered out through his gasoline pumps into his customer’s cars at a 
different temperature, there will be some variation in volume. 


The dealer pays the oil company for the volume metered into his tankage 
and he receives payment from his customers on the basis of the volume metered 
into their automobiles. Apart from volume differences due to temperatures 
there may be some volume losses due to spillage and evaporation. 


Some dealers think shrinkage losses are significant, and other dealers do 
not. 


Those dealers who complain about shrinkage mentioned two aspects— 


(a) they pay the oil company on the basis of volume delivered, and they 
receive payment on the basis of volume sold to their customers, so the 
dealer is responsible for any shrinkage loss which occurs rather than 
the oil company; and 

(b) the fuel oil tax in theory is collected by the dealer from his customer, 
remitted by the dealer to the oil company which in turn remits to the 
government. However the fuel oil tax is paid on the volume delivered 
into the dealer’s storage and not the volume metered into the customers 
tanks. This means the dealer is paying fuel oil tax on any volume lost 
through shrinkage. 


Although some dealers mention shrinkage, many other dealers consider it 
to be insignificant. Oil company officials with whom the Committee discussed 
this problem generally consider the losses to be insignificant and the problem 
exaggerated. 


When tank trucks are filled at the refinery the volume is calculated and 
corrected for temperature, and billed accordingly. 48% of the total retail volume 
of Alberta is located in the cities of Edmonton and Calgary within a 30 minute 
drive of the refinery. The storage of dealers is underground where temperature 
changes are not as extreme from day to day as they would be in surface storage. 
The evaporation loss from underground tanks is minimal. Large outlets receive 
deliveries weekly and some even receive them daily so there frequently is not 
much volume change either due to temperature fluctuation or to evaporation 
between time of delivery and time of sale. 


Changes in temperature also work both ways. Sometimes there is a volume 
gain rather than a volume loss. 


One major oil company marketer advised us that on an experimental basis 
in service stations in Toronto, Calgary, and other places in Canada they were 
taking the responsibility of keeping the underground tanks of their dealers full. 
In these cases the dealer was not paying for the volume delivered to his storage, 
rather he was paying for the volume metered through his pumps into the cars 
of his customers. These dealers don’t bear any shrinkage losses and this oil 
company found that the shrinkage volume was not out of line with their calcu- 
lations and forecasts. 


It seems to the Committee that each dealer could precisely calculate his 
loss from shrinkage by keeping exact records and comparing delivered volume 
with volume sold. Most complaints received by the Committee were generaliza- 
tions not expressed in volumes or percentages and not verified by adequate 
factual records. The oil companies have encountered cases where a dealer’s 
complaints about shrinkage turned out to be due to a leak in his underground 
storage. 


Unless the complainant produces records indicating a serious loss from 
shrinkage, the Committee is inclined to the view that it does not pose a significant 
problem for most operators. 
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Table 34. 
Shrinkage of Petroleum Fuels — Gravity — Temperature — Volume Relationship 


Percentage Gain (+) or Loss (—) to Purchaser with Temperature 

















Fuel Gain + Loss — 

aN ed Temperature in Degrees Fahrenheit 

CASE eke 0 10 20 30 40 50 60 70 80 90 100 
30 +2.56 +2.13 +1.70 +1.28 + 0.85 +042 0 —0.42 —0O.85 —127 —1.69 
32 +2.61 +2.17 +1.74 +1.30 + 0.87 +0.43 0 —0.43 —0O.86 —1.30 —1.73 
34 +2.66 +2.21 +1.77 +1.33 + 0.88 +0.44 O 0.44 0.88 1.32 —1.76 
36 +2.71 + 2.26 +1.81 +1.36 + 0.90 +0.45 0 —0.45 —090 -—1.385 —1.80 
38 +2.77 +2.31 +1.85 +1.39 +0.92 +0.46 0 —046 —0.92 —138 —1.84 
40 +2.84 + 2.36 +1.89 +1.42 + 0.94 +0.47 O —0O.47 —094 -—1.42 —1.89 
42 +2.91 +2.42 +1.94 +1.45 + 0.97 +0.48 0 —0.48 —0O97 —1.45 —1.94 
44 +2.98 + 2.48 +1.99 +1.49 +0.99 +0.50 0 —0.50 -—099 —1.49 -—1.99 
46 + 3.06 +2.55 + 2.04 +1.53 +1.02 +0.51 0 —0O51 -—1.02 -—153 —2.04 
48 +3.14 + 2.62 +2.10 +1.57 +1.05 +0.52 0O 0.53 1.05 158  —2.10 
50 + 3.23 +2.70 +2.16 +1.62 +1.08 +054 0 —0O54 -—108 -—162 -—2.17 
52 +3.32 +2.77 +2.22 +1.66 +1.11 +0.56 0O —0O56 -—1.11 —1.67 —2.23 
54 + 3.42 +2.85 + 2.28 +1.71 +1.14 +0.57 O =0:57 9 =—115 —1.72. —2.30 
56 + 3.52 +2.94 + 2.35 +1.77 +1.18 +059 O —0O59 -—118  —1.78 —2.37 
58 + 3.62 +3.02 +2.41 +1.81 +1.21 +061 0 —O0O61 -—1.21 -—1.82 —2.43 
60 +3.70 + 3.08 +2.47 +1.85 +1.24 +0.62 0 —0O62 -—1.24 —1.87 —2.49 
62 +3.78 +3.15 +2.53 +1.90 +1.27 +0.63 0 0.63 1.27 1.91 —2.55 
64 + 3.86 +3.22 + 2.58 +1.94 +1.29 +0.65 0O 0.65 1.30 1.95 2.61 
66 +3.95 +3.29 + 2.64 +1.98 +1.32 +066 0 —0.66 -—1.33 -—2.00 —2.66 
68 + 4.03 + 3.36 +2.69 +2.02 +1.35 +0.68 O —0.68 -—1.36 -—2.04 -—2.72 
70 +4.11 + 3.43 +2.75 +2.06 +1.38 +0.69 O —0O69 -—1.39 -—2.08 -—2.78 
72 +4.19 +3.50 +2.80 +2.11 +1.41 +0.70 0 —O.71 —141 -—2.13 -—2.84 
74 +4.27 +3.57 +2.86 +2.15 +1.43 +0.72 O —O.72 —144 -—217 -—2.89 
76 + 4.35 +3.63 +2.91 +2.19 +1.46 +0.73 O —O.73 —1.47 -—2.21 —2.95 
78 + 4.44 +3.71 +2.97 +2.23 +1.49 +0.75 O —0.75 —150 —2.25 —3.01 
80 + 4,52 +3.78 +3.03 +2.27 +1.52 +0.76 O 


0.76 1.53 2.30 —3.07 


The gravity of gasoline in ° A.P.I. varies with:— 

(a) grades of gasoline such as premium and regular; and 

(b) seasons and conditions for which it is manufactured. 

Winter gasoline is lighter, with higher gravity in ° A.P.I. 

Summer gasoline is heavier, with lower gravity in ° A.P.I. 

The variation in gravity between summer and winter gasoline in Alberta 
may be from 2° to 3° A.P.I. 

Regular gasoline in 1965 would have an average gravity of approximately 
64° A.P.I. 

Assuming gasoline with a gravity of 64° A.P.I. 

(a) if measured and delivered at 0° and the temperature rose to 60° there 

would be a 3.86% volume gain: 
(b) if measured and delivered at 100° and the temperature dropped to 60° 


there would be a 2.61% volume loss. 
Source: American Society for Testing Materials and the Institute of Petroleum, Petroleum Measurement 


Tables, 1952. (Summarized data.) 
(2) Early Closing By-Laws 

The subject of early closing by-laws is one aspect where the relationship 
of oil companies and operators frequently seems to come in to conflict. 


As a general rule service station operators are in favor of early closing 
by-laws. Oil companies on the other hand oppose early closing by-laws and 
frequently take the initiative to have them repealed or to amend them by ex- 
tending the hours of opening. 

The service station operator is most directly affected. If hours are extended, 
in many cases he would personally expect to be there for the additional hours 
and he has to face the problem of providing staff for the additional hours. 


Oil companies as landlords, and as suppliers of product to the outlets, do 
not have any direct problems resulting from the extension of service station 
hours, and they benefit from any additional gallonage that may be sold. It is 
easy for oil companies to advocate longer hours for operators because it costs 
the companies nothing and they may increase their gallonage. 

Many operators complain that they are under pressure from their oil 
companies to open longer hours. Some oil company leases specifically provide 
that the lessee will observe the instructions of the oil company as to the hours 
during which he will keep the premises open for business. This pressure may 
exist even when the operator can show that the additional gallonage pumped 
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during the additional hours of opening is insufficient to pay the salary of the 
pump attendant to dispense it. The prospect of some additional gallonage out- 
weighs any concern the oil company may have for the financial loss an operator 
may suffer. 


This was one of the prime issues in the notorious MacGregor case in Ed- 
monton where MacGregor’s lease was terminated by his oil company following 
his surrender of a 24 hour permit which the oil company wished him to retain. 


The public interest which is the concern of the municipal government is 
that motorists in the community should be able to obtain gasoline and service 
for their vehicles at all hours when this may be required. 


There are hours at night and other times when there is very little demand 
for gasoline and vehicle service, when most stations would find it economically 
advisable to be closed. However, early closing by-laws have been used as a tool, 
to insure the availability of service during such hours by granting a limited 
number of permits for extended hours on the condition that the permitee remain 
open and provide service during designated slack hours. The motorist who 
requires gasoline or service is thus able to obtain it, and if the business available 
all goes to a limited number of outlets, it becomes economically practical for 
those outlets to remain open. 


The operator welcomes the existence of an early closing by-law because 
this assists him in resisting the pressures from the oil company to extend his 
already long hours even further. If an operator has a 24 hour permit or some 
similar permit for extended hours, the existence of the by-law limiting the number 
of such permits helps to insure that there will be enough business available to 
him to justify his remaining open during the slack hours. 


However, each oil company wants operators who market its brand to have 
what it regards as its brand’s proportionate share of any extended hour permits 
granted. Operators are not anxious to obtain such permits unless they are 
satisfied that there will be enough business available to bear all costs of the 
additional hours. An oil company which can’t persuade its Operators to apply 
for extended permits or which can’t persuade a council to grant its operators 
additional permits may then institute proceedings for amendment or repeal of 
the early closing by-laws. 


The more stations that are open for the sale of an oil company’s brand of 
gasoline, the more gasoline that company expects to sell to those stations. As the 
oil company pays none of the costs of operating or staffing service stations it is 
always in favor of more stations and more hours of opening, whereas the operator 
is only in favor of opening if his profit on sales will exceed his costs of operating 
and staffing the premises for the additional hours. 


If there are too many service stations this affects all operators because the 
volume available for each station is reduced. Similarly if under a closing by- 
law there are too many permits for extended hours this affects all operators who 
hold such permits by reducing the volume available per station. 


In the United States more than twice as many cars per hour wish to buy 
gasoline on a Saturday or on a Sunday as on any other day of the week, which 
is illustrated by Chart 41 appearing in the Chapter entitled “Economics of Service 
Station Operations”. Approximately as much gasoline is sold on the weekend 
as during all the rest of the week combined. 


In Alberta the buying pattern is similar, but with fewer cars per hour. 


In the City of Edmonton, which is one of Alberta’s larger markets, there 
is a by-law prescribing closing hours for service stations. Under this by-law 
most stations are open 12 hours daily, but closed on Sunday, which has the 
peak gasoline volume. However, the Sunday business is also done by the 12 
hour stations, but on a system of rotation whereby a limited number of them 


Chapter 17 Page 195 


are open for business each Sunday. The result is that the very high volume 
of gasoline sold on a Sunday is sold by a few stations and the volume done by 
each of them is far in excess of their normal daily gallonage. 


The Edmonton by-law provides for some 24 hour stations which are open 
24 hours a day except for those hours each Sunday when the 12 hour stations 
whose turn has come up in rotation are permitted to be open for the sale of 
gasoline. 


The result is that the 24 hour stations in Edmonton do not participate in 
the Sunday peak period of gasoline sales, and the 12 hour stations in Edmonton 
only participate in these peak sales on those Sundays when their turn comes up 
in rotation. 


In general the Edmonton by-law has the support of service station operators. 
In the absence of the by-law the 12 hour stations in Edmonton would probably 
extend their hours to 15 or 16 hours per day and would be open on Sunday. Under 
the by-law the 12 hour stations sell a very large volume of gasoline on 
those Sundays when their turn comes up in rotation. Without the by-law, most 
outlets would open every Sunday when all other stations would also be open. 
They would be open additional hours, and would incur additional expense to sell 
about the same gallonage and earn a smaller profit. 


So far as the limited number of 24 hour stations are concerned, they appear 
to like the by-law which keeps large numbers of their competitors closed for 12 
hours a day and the gasoline sales during these hours is shared by relatively few 
stations. In the absence of the by-law many of their competitors would extend 
their hours from 12 to 15 or 16, which would reduce the gasoline volume avail- 
able to those stations which now open 24 hours. Some of the 24 hour stations 
would reduce their hours to 16 and fewer stations would find it economic to 
remain open all night. The available night service would be reduced and some 
areas of a city may have no night service. 


There are substantial differences between regulation of store hours generally 

and regulation of service station hours: 

(a) motor vehicles operate all night long, and it is in the public interest of 
a progressive community that a reasonable number of service stations 
should be open all night to provide emergency mechanical service and 
gasoline for stranded motorists, but there is no comparable public in- 
terest in keeping stores open all night long; 

(b) a manufacturer who sells goods to a store doesn’t interfere in the mer- 
chant’s business because the merchant is independent and able to buy 
from other suppliers, but an oil company which sells gasoline to a ser- 
vice station can and does interfere in the service station operator’s 
business because the operator is “tied” by an exclusive buying contract 
and other ties which make it impossible for him to deal with any other 
oil company. 

(c) The merchant operating a store determines his own hours based on 
his own judgment of what is most profitable for him, but the operator 
of a service station is afraid to refuse to follow the “suggestion” of his 
oil company as to hours, even if he loses money by doing so, because 
oil companies have been known to terminate a tenant’s lease, or to 
decline to supply him with gasoline, if he failed to follow their 
“suggestions”. 


By regulating store hours a local government can grant permits for extended 

hours — 

(a) on condition that an operator will maintain standards of service during 
the night that the government considers necessary in the public interest; 
and 

(b) on condition that the operator keep his station open during hours 
when service is necessary in the public interest but when the operator 
might otherwise choose to be closed. 
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Local governments in the public interest encourage businesses operating in 
their communities by passing laws and regulations to create a business climate 
that will contribute to their success. A large majority of service station operators, 
who are local business men, consider that by-laws controlling service station hours 
help to reduce their expenses and contribute to their success, while at the same 
time insuring that there are as many stations open during unprofitable night 
hours as the paramount public interest requires. 


The Committee has no doubt that oil companies, in any case where they 
choose to do so in their own interests, can and do exert a variety of compelling 
pressures that an operator is powerless to withstand. The operators consider that 
a municipal by-law protects them from compulsion by the oil company to open 
more hours than the local government considers necessary in the public interest. 


Oil companies advocate that governments should repeal closing by-laws, 
based on the argument that their operators should enjoy freedom to open when 
they choose. 


Oil companies at the same time put clauses in their contracts depriving their 
operators of freedom to close when they choose. It is not logical to assume that 
an oil company, which has tried to persuade a local government to repeal a 
closing by-law against the wishes of its own operators, will not exert some per- 
suasion on its operators once the by-law is gone. 


It appears to be more a question of who will do the controlling, rather than 
whether the operators will enjoy freedom. 


The operators are confident they will receive more consideration from a 
government concerned with public interests, than they will from oil companies 
whose overriding concern is the economic one of greater profits from greater 
volume. 
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PART 5 
CONTRACTS AND TIES BINDING THE OPERATOR 


CHAPTER 18. THE WEB OF TIES 


; - The operator is hopelessly restricted by a series of ties which bind him to the 
oil company in an intricate variety of ways. 


He is bound to purchase exclusively the petroleum products of his oil com- 
pany by a franchise agreement or dealership agreement. He is bound to purchase 
tires, batteries and accessories in accordance with the oil company’s direction by 
reason of directed buying arrangements or full line forcing arrangements. His pre- 
mises are tied by lease or by mortgage. He is tied from advertising certain products 
without oil company approval and he is bound to participate in other advertising 
programs initiated and sponsored by his oil company. Equipment is loaned to him 
which he is bound to use only for displaying or vending items approved by the oil 
company. The oil company credit card finances the credit purchases of his custo- 
mers and can be used only for the purchase of the oil company products or such 
other things as it may authorize. Due to these numerous ties he has virtually no 
freedom or independence in the conduct of his business. He is constantly mindful 
that the oil company can deprive him of his business premises and equipment, or 
cut off his supply of products for sale, or otherwise put him out of business so he 
regards the slightest “suggestion” from his oil company as a virtual command. 


The operator hoped to become an “independent businessman” but finds he 
has become a puppet implementing every policy of the oil company to which 
he is tied, even when some of such policies cause him financial loss. 


The number of contracts that an oil company may have with an operator 
varies from outlet to outlet and depends partly on the type of ownership and opera- 
tion of the outlet. 


The basic agreement which exists with almost every outlet is usually called 
a Dealer Sale Agreement or a Dealer Franchise Agreement or some similar name. 
This binds the operator to continuously and exclusively purchase the petroleum 
products of the oil company. 


If the operator leases the service station there is in addition a lease which 
usually reinforces the dealer sale agreement. The lease usually contains a clause 
that the operator as a tenant will not use the premises to sell any petroleum products 
or other merchandise except those supplied by the oil company or approved by 
the oil company. The lease may contain clauses dealing with a variety of other 
matters such as the hours during which the business will be kept open, the stock- 
in-trade to be carried, the advertising that is permitted or not permitted, etc. 


If the operator is the owner of the premises but has borrowed money from 
the oil company for the purpose of improving his service station, the mortgage 
may contain provisions similar to the lease relating to continuously and exclusively 
purchasing petroleum products, the advertising that may or may not be displayed, 
etc. 


In addition to the dealership agreement and the lease or the mortgage, there 
are a number of other contracts which may be entered into in any kind of outlet 
whether leased or owned. 


In many cases oil companies supply operators with tanks, pumps, equipment 
for displaying merchandise, and other equipment. If these items are sold under 
a conditional sale agreement, the agreement usually contains a restrictive clause 
that the dealer will use the equipment exclusively for the vending of the oil 
company’s products. 
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In some cases such equipment is loaned under an “equipment loan agreement” 
which binds the operator to use the equipment solely and continuously for the sale, 
display, storage or dispensing of the oil company’s products. 


Outside most service stations a large brand sign is erected on a pole. In 
many cases the dealer enters into an agreement known as a “sign agreement” 
under which he agrees that the sign shall not be removed and that he will not 
permit any other sign or advertising to be affixed to the pole, and he agrees to 
return the sign to the oil company on demand. 


There may be a contract for tires and tubes under which the operator 
agrees to purchase from the oil company or from some source designated by the 
oil company, the operator’s total requirements of tires and tubes for sale on 
the premises. There may be similar agreements relating to batteries and to other 
items of merchandise. 


An oil company may loan money to an operator or extend credit to an oper- 
ator under a loan agreement which usually contains a clause that the operator 
will sell and maintain a stock of merchandise and products of the oil company. 
In the case of long term loans or mortgages, repayable by installments, frequently 
the final installment cannot be repaid before a specified date and until then the 
operator is required to sell the oil company’s products. 


A loan or mortgage may be contingent on an undertaking from the operator 
to extend or renew his retail dealer’s sales agreement. 


Various agreements contain a clause to the effect that the oil company may 
erect and keep such advertising signs on or in the premises as it deems advisable 
and the owner will not permit any other signs on the premises without the written 
consent of the oil company. 


In addition to all of these written contracts there are verbal contracts which 
both the oil company and the operator acknowledge to exist and observe in 
practice. For instance, in the written contracts between one company and its 
operators there was no express provision relating to advertising. However, the 
Committee was informed both by operators of that company’s service stations 
and by representatives of the company that the operators are bound by a verbal 
contract under which all advertising on the premises is subject to the company’s 
approval. 


Many contracts are terminable by the oil company either on very short 
notice or immediately on default. Many contracts are also tied together so that 
a breach of one contract between the parties is grounds for the termination of 
another contract or contracts between the parties. For instance a breach of the 
dealership agreement might be grounds for termination of the lease, or a breach 
of an equipment loan agreement may be grounds for termination of the dealer 
franchise agreement and the lease. 


The oil company contracts are carefully thought out by the best legal brains 
that money can buy. They are based on years of experience in marketing in 
numerous countries and cover every possible contingency. 


The operator on the other hand is a man with limited financial resources, 
limited education, and not skilled in the interpretation of the covenants and im- 
plications of the legal documents he may be asked to sign. When the oil company 
sales representative calls, the operator is accustomed to signing orders and receipts 
for products. When the sales representative at the same time asks him to “sign 
here” for some equipment being loaned to him he may do so either without reading 
the fine print, or without fully understanding it. Many documents signed in such 
careless fashion by an unsophisticated operator may contain unexpected provisions 
about the quantities of stock he must carry, or the hours he must remain open or 
restricting him from advertising, or defining circumstances entitling the oil 
company to terminate his lease or dealer agreement. 
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The operator finds himself enmeshed in a web of ties which are binding on 
him and which frustrate and restrict him at every turn in the conduct of his 
business. 


In the opinion of the Committee these ties are oppressive and unconscionable 
in their application. 


The result of this web of ties is that Imperial has several hundred outlets 
to which it has the exclusive right to sell, B.A. and Royalite have several hundred 
outlets to which they have the exclusive right to sell, Shell has several hundred 
outlets to which it has the exclusive right to sell and Texaco has several hundred 
outlets to which it has the exclusive right to sell. 


The system has effectively carved up the market so that each of these com- 
panies is assured of selling the total requirement of the group of outlets which 
are tied to that company. Their collective share of the market is over 88%. 


Other marketers have no alternative but to follow in the same pattern so 
they use similar ties to bind outlets to continuously and exclusively buy from them. 


As a result over 3,000 of the retail outlets are tied to marketing a particular 
brand of gasoline and are bound not to purchase any other brand. Less than 100 
outlets of relatively small volume are completely independent and free to buy 
where they choose. ; 


Once an outlet is “tied” it is difficult, costly, and time consuming to sever 
all the ties. The various contracts which bind the outlet terminate on different 
dates. When one contract containing ties comes up for renewal there are two 
or three others which still have time to run and which also bind the outlet. In 
these circumstances the operator has almost no bargaining power. If he doesn’t 
renew his expiring dealership agreement containing an exclusive purchase provision, 
(with a view to buying the products of some other company) he would be violat- 
ing the provisions of his existing lease requiring him to purchase exclusively and 
would be faced with the loss of his lease and his business. With two or three 
contracts with overlapping terms he can never effectively terminate one without 
violating the provisions of others which continue in force. 


In the case of lessees who are 38% of the outlets and account for 62% of 
the retail volume there is no realistic possibility whatever that the outlet could be 
used for the sale of products other than those of the company owning the outlet. 


In the case of owners financed who are 13% of the outlets, they are bound 
to purchase exclusively for the life of the mortgage which is a lengthy number of 
years. Before a mortgage is fully paid out further renovation and modernization 
may be desirable which may result in a new mortgage. There is frequently an 
option to purchase in the mortgage or other documents, or a right of first refusal 
on sale which enables the oil company to acquire the outlet if it wishes to do so. 
While a mortgage containing a clause requiring the outlet to exclusively purchase 
the products of one oil company remains in force, it is improbable that any other 
oil company would buy. 


Owners not financed are 40% of the outlets but account for only 18% of 
volume. Most of them are classified as other businesses with some gasoline sales. 
This group would have the greatest ability to switch brands, but even they are 
tied with dealership agreements with exclusive purchase provisions which run for 
as long as five years and there may be other overlapping contracts such as equip- 
ment loan agreements, etc. Although individual outlets in this group may have 
some ability to switch brands as their long-term contracts expire, the group as a 
whole is fairly effectively tied and there is no possibility of a company suddenly 
losing a large percentage of this volume due to a price cut by a competitive 
marketer, or some similar attraction. 
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The procedure followed by “Cartel” brand companies to tie retail outlets 
by contract is not peculiar to Alberta, and appears to be employed world wide. 


For instance in a case in the House of Lords in Great Britain in 1967 between 
Esso Petroleum Company Limited and Harper’s Garage (Stourport) Limited, 
Lord Morris in delivering his judgment stated ... “At the time of the hearing 
before the learned Judge, out of 36,000 ‘outlets’ in the United Kingdom at which 
a motorist could buy motor fuels nearly 35,000 were subject to solus agreements. 
Of the 35,000 over 6,600 were with Esso.” The “solus agreements” appear to 
be similar to the dealership agreements used in Alberta and under the Esso “solus 
agreement” the operator agrees to sell at his service station “Esso Petrol and 
no other”. 


The following excerpt is taken from the report of The Monopolies Commission 
in Great Britain— 

“The Commission has studied several hundred different forms of contract between 
suppliers and retailers.” 

“Such complicated selling arrangements for a standard product appear to be not only 
unnecessary but also harmful. The system as a whole tends to be unfair to the small 
man who has neither the time nor the expertise to understand the complications of 
some of the legal documents.” 

Some contracts and restrictive agreements which are acceptable in other retail 
businesses because they are freely competitive and not monopolistic, have very 
different results when used in gasoline retailing. If a member of the “Cartel” group 
declines to supply gasoline to a service station the other members appear to do 
likewise in some cases, and there may be no other available source of supply that 
is economically possible. 


In a normal situation 


(a). where a landlord differs with his tenant, the tenant has no fear that 
his wholesaler will refuse to supply him with merchandise; 

(b) if a retailer is not interested in buying some item from his wholesaler 
he does not expect that his landlord will terminate his lease; 

(c) if a retailer has a difference with one supplier other suppliers will 
normally deal on different terms and are desirous of supplying him. 


However, an oil company landlord which encounters difficulty in negotiating 
with its tenant can put him out of business by declining to supply him with 
merchandise. Similarly an oil company wholesaler which is having difficulty 
selling its product to a service station operator can put him out of business by 
terminating his lease and replacing him with a new tenant who will buy the 
merchandise with less argument about price, quality or service. 


It is obvious that there is a much greater measure of security and freedom 
for a tenant or for a merchant if the roles of landlord and wholesaler are not 
combined in one company. 


When the oil company is a member of a monopolistic group which practically 
controls the world’s refining and export crude, the retailer either has to accept 
the oil company terms or go out of business because other “cartel” companies 
may not supply him at all, and will only supply him on similar terms. 


The Report of the Restrictive Trade Practices Commission on “An Inquiry 
Into the Distribution and Sale of Automotive Oils, Greases, Anti-freeze, Additives, 
Tires, Batteries, Accessories and Related Products”, under the Combines Investiga- 
tion Act — 1962, published many of the restrictive clauses contained in various 
oil company contracts. These clauses are in common use in Alberta and were 
found in the contracts of all companies the Committee examined, as supplied to 
us by both the oil companies and their dealers. 


The nature and extent of the restrictive clauses is best illustrated by the fol- 
lowing extracts from some contracts in use by the major oil companies operating 
in Alberta. The contracts of other integrated companies and wholesalers follow 
the same pattern, and have similar provisions. 
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CHAPTER 19. TERMS OF CONTRACTS 


(1) The British American Oil Company Limited Contract Ties 


In 1965 B.A. had a total of 514 retail outlets in Alberta. Of these, 3 were 
operated by B.A. employees, 167 were operated by lessees from B.A. (including 
17 lessees under cross-leases) and 344 were operated by owners of service 
stations, 88 of whom borrowed money from B.A. which debt was secured by a 
land mortgage on the station (excluding 17 land mortgages where cross-leases 
were also taken as security). 


1. Equipment Loan and Retail Dealer Sales Agreement 


B.A. uses an Equipment Loan and Retail Dealer Sales Agreement [B.A., M- 

SD 139 (6-65)] containing an exclusive dealing provision, which provides that 
the dealer will: 

“,.. continuously and exclusively, by himself or his agents or tenants, purchase, sell, 


advertise, trade and deal in the particular kinds, grades and brands of products 
marketed by the Company ...” 


and by the same clause the dealer further agrees that: 


“... no petroleum products other than those of the Company will be used, stored, 
sold or otherwise dealt in, on or about the above named premises or any other 
premises leased, owned or controlled by the Dealer within one mile of the said 
PECIISES wee ee 
(clause 4, page 1) 
The dealer is prevented from using his equipment and the facilities for other 
than B.A.’s products: 
“The Dealer agrees to provide and maintain without cost to the Company on the 
above named premises equipment and facilities for the storage, display, sale and 
delivery of the petroleum products hereinbefore mentioned and agrees that the said 
equipment and facilities during the term of this agreement will be used exclusively 
for the handling of products purchased from the Company.” 
(clause 6, page 1) 
The Agreement grants to B.A. an option to purchase or lease the service 
station on the same basis as any bona fide offer to purchase or lease received by 


the dealer from any third party (clause 8, page 2). 


Itemized equipment is loaned by B.A. to the dealer on the following condi- 
tions (inter alia): 

“The Dealer estimates his annual requirements of gasolines at === gallons 
and the said equipment is loaned to the Dealer on this representation. If, in the 
Company’s opinion, the Dealer’s actual purchases of petroleum products in any 
contract year do not warrant the amount or type of equipment loaned the Company 
shall have the right to remove such part of the equipment loaned, as, in its opinion, 
is not required by the Dealer.” 


(clause 9(f), page 2) 

The equipment loaned would be limited to the use of B.A. products by virtue 

of clause 6 already discussed. B.A. has the right to take possession of any of the 

equipment without notice, upon default by the dealer in performing any of the 

provisions of the Agreement, and no other provision for termination on default is 
made in the Agreement. 


The Agreement is for a 10-year period and renews automatically for one-yeat 
periods unless terminated by 90 days written notice prior to the expiration of the 
then current term. 


2. Leased Premises 
The Service Station Lease [B.A., M-SD (1-61)] used by B.A. restricts the 
use to be made of the premises, the dealer agreeing to: 


“,.. use the demised premises for the conduct of a filling and service station, and 
for garage repairs if the demised premises include garage repair facilities, and, 
unless herein otherwise expressly authorized for no other purpose; ...” 

(clause 7, page 1) 
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B.A. has sole control over advertising on the demised premises: 


“... he (the dealer) will indicate by signs, notices and such other methods as are 
satisfactory to B.A. that he is the sole proprietor of the business carried on on the 
demised premises ...” 

(clause 7, page 1) 


“B.A. may erect and maintain such advertising signs on the demised premises as it 
deems advisable, and the Tenant will not erect or permit to be erected or to remain 
on the said premises any other signs or advertising except with the written consent 
of B.A.” 

(clause 10, page 2) 


The former provision appears to be an attempt by B.A. to absolve itself from 
being regarded as the owner of the business and the attendant responsibilities 
accompanying ownership. 


The Lease does not contain an express exclusive dealing provision, however, 
the dealer is required to: 


“ce 


- execute B.A.’s Equipment Loan and/or Retail Dealer Sales Agreement and 
Consigned Stock Agreement (if required) and further agrees to observe and perform 
all the terms and conditions thereof ...” 

(clause 7(f), page 2) 


and by the same clause it is provided that: 


“A breach of the terms of the Equipment Loan and/or Retail Dealer Sales Agree- 
ment or Consigned Stock Agreement aforesaid shall constitute a breach of the terms 
of this Lease. It is understood, however, that the aforesaid Equipment Loan and/or 
Retail Dealer Sales Agreement, Consigned Stock Agreement and any other agree- 
ments between the Parties hereto are separate agreements and form no part of 
this Lease.” 


Provision for termination of the Lease is made as follows: 


“Tt is distinctly understood and agreed that, upon breach or non-performance of any 
covenant, agreement, proviso or condition in this lease, B.A. may, at its option, 
terminate this lease forthwith and re-enter upon the demised premises and repossess 
the same and thereafter have and enjoy them as fully as if this agreement had never 
been made.” 

(clause 8, page 2) 


“IT IS EXPRESSLY UNDERSTOOD AND AGREED THAT B.A. shall have the 
right to terminate this lease ... at any time ... upon giving the Tenant thirty (30) 
days notice in writing . . . notwithstanding anything to the contrary contained in this 
lease or in any Equipment Loan and/or Retail Dealer Sales Agreement or in any 
other agreement between B.A. and the Tenant ...” 

(clause 6, page 1) 


Under the former provision B.A. can terminate without giving notice to the 


dealer. The dealer has no corresponding rights of termination as contained in 
clauses 6 and 8. 


3. Mortgaged Outlets (Owners Financed) 


The land mortgage provided by B.A. with its returns does not contain any 
exclusive dealing provisions or advertising restrictions. The form provided by B.A. 
is a standard form (short form) commonly used in Alberta and can be purchased 
from any stationer in Alberta which supplies legal forms. 


In addition to the land mortgage B.A. takes from the financed owner the 
Retail Dealer Sales Agreement previously discussed and an Agreement for Loan 
dealt with under section 5 hereof. 


4. Owners of Service Stations Operating Brand Outlets 
(Owners Not Financed) 


With owned outlets B.A. uses the Retail Dealer Sales Agreement previously 
studied in section 1. 
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5. Sundry Agreements and Contracts 


(a) Conditional Sale Agreement 


B.A. uses a Conditional Sale Agreement [B.A., M-SD 20 (Rev. 6-62) ] when 
equipment is purchased by the dealer from B.A. on an installment basis. The 
Agreement limits the use of the equipment to the vending of B.A.’s products and 
contains exclusive dealing provisions: 


“... Purchaser will use the said equipment exclusively for the vending of the Com- 
pany’s products and will deal in gasoline, refined oil, lubricating oils and greases 
and petroleum products generally purchased from the Company exclusively, and the 


Purchaser will not, ... directly or indirectly, within one mile of the premises ... 
deal in or handle any of such products purchased from any other person, firm or 
corporation.” 


(clause 4, page 1) 


“The Purchaser will ... use the said equipment for the carrying on of business of 
eB Eee Arat , properly equipped and supplied with adequate stocks of merchandise, 
and will keep open for business during normal business hours, and will purchase 
from the Company exclusively all gasolines, refined oil, lubricating oils and greases 
and petroleum products generally, required for the carrying on of the said business.” 

(clause 5, page 1) 


The amount secured by the Agreement is paid in specified installments over 
a specified period of time. The Agreement provides that there is no right.of pre- 
payment. 


If the dealer defaults in complying with the terms and conditions of the 
Agreement, B.A. may declare the full amount of the contract immediately due 
and payable. B.A. also has the option of taking possession of the equipment in 
such a case, retaining or reselling the equipment, applying the net proceeds against 
the balance owing and then proceeding against the dealer for any deficiency 
between the balance owing and the net sale proceeds. Any payments made prior 
to default are retained by B.A. as rental for the equipment. 


(b) Equipment Loan Agreement 


When equipment is loaned by B.A. to the dealer an Equipment Loan Agree- 
ment [B.A., M-SD 70 (Rev. 1-64) ] is used. The dealer is required to: 


“.. use the said equipment solely, actively and continuously in the storage, handling, 
advertising and sale of the products sold by the Company and for no other 
purpose ...” 

(clause 4, page 2) 


The dealer can return the equipment at any time and B.A. can retake posses- 
sion of the equipment at any time. There is no term and no default provisions. 


(c) Dealer Improvements Credit Plan (Dealer’s Application — Agreement) 


A dealer who wishes to improve his service station premises and is financially 
unable to do so as long as he is required to immediately pay B.A. for products 
purchased may enter into a Dealer Improvements Credit Plan [B.A., M-SD 159 
(9-60) ]. Under the Agreement B.A. grants to the dealer credit accommodation in 
the form of merchandise to be paid for by the dealer at a certain rate over a period 
of time, rather than immediately. The Agreement provides that: 


“In consideration of your undertaking to extend this credit accommodation to me/us, 
I/we hereby undertake to execute an Agreement extending or renewing my/our 
present exclusive Retail Dealer Sales Agreement for a further period of ____ years.” 


The dealer grants to B.A. an installment promissory note for the amount of 
the credit accommodation and possibly additional security. 
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(d) Agreement for Loan 


B.A. utilizes an Agreement for Loan [B.A., S.D. 68 (Rev. 1-60)] where it 
loans money to a dealer who owns the service station. The Agreement is taken in 
addition to the agreements previously discussed in part 3 (mortgaged outlets). 
Under the Agreement the dealer is required to: 


“... carry on, or cause to be carried on, continuously, on the garage premises the 
business of a garageman and dealer in petroleum products in a proper and efficient 
manner, and will keep, or cause to be kept on the garage premises at all times, a 
proper stock of the merchandise and products ...” 

(clause 4, page 2) 


and by the same clause advertising on the premises rests solely with B.A.: 


. The Company may erect and keep such advertising signs and gasoline vending 
devices or pumps on such premises as it may deem advisable, and the Owner will 
keep same, or cause same to be kept, in good repair and condition, and will not erect 
or permit to be erected on said premises, any other signs and gasoline vending 
devices or pumps except with the written consent of the Company.” 


The Agreement contains the following exclusive dealing provision: 


. The Owner will, during the term of this agreement, continuously and exclusively 
purchase, or cause to be purchased, from the Company, and from no other, all gas- 
olines, lubricating oils, greases and petroleum products generally and anti-freeze 
compounds which shall be used, handled, sold or kept for sale on the garage 
premises, and the Owner will purchase or cause to be purchased directly from the 
Company, and from no other, any product (including but not limited to tires, tubes, 
tire accessories, batteries and auto accessories) in addition to petroleum products 
and anti-freeze compounds which are saleable on the garage premises and which 
may, from time to time, be offered for sale or distributed by the Company, and also 
during the said term, the Owner will not purchase, receive, sell, offer to sell, deal 
in, handle, keep in stock or dispose of, either directly or indirectly, or permit to be 
purchased, received, sold, dealt in, handled or disposed of, on or about the garage 
premises or on or about any other lands and premises within a radius of two miles 
thereof owned, leased, occupied or used by the Owner, any petroleum products or 
other merchandise and products hereinbefore mentioned in this paragraph, except 
such as shall have been manufactured or distributed by or purchased from the Com- 
pany, the intention being that as to all such products and merchandise hereinbefore 
mentioned, the Owner shall purchase the same directly from the Company ex- 
clusively and from no other person, firm or corporation whatsoever, it being hereby 
expressly declared that the foregoing covenant on the part of the Owner is one of 
the main considerations for the execution by the Company of this agreement and 
the Company’s agreement herein to make said advance or loan, without which the 
Company’s agreement to make such advance or loan would not have taken place or 
have been made. ...” 

(clause 1, page 1) 


As security for the repayment of the loan the dealer is required to grant to 
B.A. a first mortgage on the garage premises and a first chattel mortgage on all 
plant, machinery, tools and equipment, in a form satisfactory to B.A. (clause 8, 


pages 2s). 


The loan is to be repaid by specified installments over a specified period of 
time, but can be repaid in whole or in part at any time without notice or bonus, 
except for a final sum of $100 which cannot be repaid before a specified date 
(clause 8, page 2). 


B.A. is granted an option to purchase or lease the premises on the same terms 
and conditions as any bona fide offer to purchase or lease received by the dealer 
from any third party, should the dealer wish to accept such offer. 


B.A.’s rights on the dealer’s default is provided for as follows: 


“In the event of the Owner ceasing to operate the garage premises and carry on 
business thereon as a dealer in petroleum products, either through his default or 
from any other cause whatsoever, ... or in the event of any breach or default in 
the observance or performance of any of the covenants, agreements and conditions 
herein contained, and on the occurrence of any of the foregoing and in addition 


Chapter 19 Page 209 


to all other remedies and notwithstanding any agreements to the contrary, the 
balance of the said indebtedness by the said Mortgage secured then outstanding, 
owing and unpaid, shall, at the sole option of the Company, forthwith be and 
become due and payable, and the Company shall thereupon be entitled, in addition 
to its other rights and remedies (all of which are hereby expressly reserved), to 
exercise all its rights and remedies whether by foreclosure, sale, or otherwise, how- 
soever, and may further, at its option ... forthwith enter, occupy, lease and use the 
said lands and buildings and all plant, machinery tools and equipment situated 
thereon for its own purposes, without any charge therefor or liability as Mortgagee 
in possession or Otherwise to the Owner.” 

(clause 13, page 3) 


(e) Gasoline Consignment Plan Agreement 


The Gasoline Consignment Plan Agreement [B.A., M-SD 186 (11-60)] used 
by B.A. covers gasoline only supplied by B.A. to the dealer. By the terms of the 
Agreement the property in the gasoline remains in B.A. until sold by the dealer in 
the regular course of his business. The consigned gasoline is sold by the dealer 
only at prices authorized by B.A. The dealer is remunerated by way of a commis- 
sion on the gasoline sold. 


It would appear that the Consignment Agreement is usually taken where 
there is already in existence a dealer sale agreement between the parties. The Con- 
signment Agreement provides that: 


“All agreements between the Company and the Dealer whereby Dealer agrees to 
purchase gasoline from the Company are suspended for the duration of this agree- 
ment insofar as (but only to the extent that) they relate to the purchase of gasoline 
from the Company by the Dealer; upon termination of this agreement the provisions 
which have been suspended accordingly shall be automatically revived.” 

(clause 3, page 1) 


and the same clause contains an exclusive dealing provision: 


“... It is understood, however, that the Company has and continues to have the 
exclusive right to the sale of its gasolines through Dealer’s Service Station and 
Dealer covenants and agrees not to handle any other gasolines.” 


The Consignment Agreement would usually be taken where there is a Retail 
Dealer Sales Agreement and Lease in the case of lessee operator outlets, a Retail 
Dealer Sales Agreement and Agreement for Loan in the case of owner financed 
outlets and a Retail Dealer Sales Agreement in the case of non-financed owner out- 
lets. All of the latter agreements contain exclusive dealing provisions, and advertis- 
ing limitations. The Consignment Agreement does not contain any advertising 
limitations but such omission is overcome by the presence of such a limitation in 
each of the accompanying agreements. 


To protect itself from being regarded as the principal or employer of the 
dealer, since the property in the gasoline remains in B.A. until sold, and being 
liable for the debts incurred in the operation of the station, B.A. employs the 
following provisions in the Agreement: 


“Dealer agrees to continue to operate the remainder of his service station or 
garage business in the usual way and for his own account and to pay rent, business 
and other taxes, and other charges in connection therewith, and the Company is to 
be in no way responsible therefor.” 

(clause 4, page 2) 


“... The Dealer ... will himself be solely responsible for all costs, charges and 
expenses in connection with the operation of his service station including those 
arising from or connected with the sale of the Company’s gasoline through his 
service station.” 

(clause 9, page 1) 


The Agreement may be terminated by either party immediately upon written 
notice. 
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(f) B-A Sentinel Tire Consignment Stock Agreement 


Under the B-A Sentinel Tire Consignment Stock Agreement [B.A.,M-T B.A. 
15 (12-61)] property in the tires supplied by B.A. to the dealer remains in B.A. 
until sold by the dealer. The dealer is paid commission on the sale of such tires. 
There is no exclusive dealing provision or advertising limitations contained in the 
Agreement. The Agreement continues in force until terminated by either party in 
writing, provided that B.A. can terminate at any time without notice. 


(g) Service Station Consignment Stock Agreement 


The Service Station Consignment Stock Agreement [B.A., SD 101 (6-57)] 
covers petroleum products and other merchandise supplied by B.A. to the dealer 
and is on the same terms and conditions as contained in the B-A Sentinel Tire 
Consignment Stock Agreement previously discussed. 


(h) Contract for B-A T.B.A. Products 


The Contract for B-A T.B.A. Products [B.A., M-TBA 2 (1-65)] contains 

the following exclusive dealing provisions: 
“... the Purchaser agrees to purchase from the Vendor ... Purchaser’s total require- 
ments of B-A Sentinel tires and tubes, B-A batteries and all automobile accessories 


sold and/or distributed by ... (B.A.) ...” 
(clause 1, page 1) 


“The Purchaser will actively engage in the sale and distribution of B-A T.B.A. 
Products, and will purchase from the Vendor and keep on hand at all times during 
the life of this contract a reasonable stock of B-A T.B.A. Products, and will use 
his best efforts to sell and promote the sale of B-A T.B.A. Products.” 
(clause 2, page 1) 
The Agreement contains the following advertising restrictions: 
“Upon termination of this Agreement Purchaser agrees on demand to remove and 
return to Vendor all signs furnished by the Vendor, and to remove all painted signs 
at its place of business or otherwise displaying the name British American or any 
of the Vendor’s trade marks or trade names ... Purchaser agrees to first submit to 
the Vendor for its approval or correction samples of all signs and other advertising 
matter which Purchaser proposes to use in advertising B-A T.B.A. Products.” 
(clause 6, page 1) 


The Agreement is for a term commencing from the date of the Agreement 
to the end of the calendar year, and renews automatically for yearly periods 
thereafter unless terminated by either party on 30 days’ written notice prior to the 
expiration of the then current term. 


(i) Plastic Sign Lease 


The Plastic Sign Lease [B.A., S.D. 170 (2-58)] utilized by the Company 
provides that the dealer will: 


be 


.. use the said signs and devices solely, exclusively and continuously in the 
advertising of the products sold by the LESSOR.” 
(clause 1, page 1) 


The Agreement is for yearly periods and can be terminated by either party 
upon giving 30 days notice in writing prior to the end of the then current term. 
B.A. may immediately terminate, without notice, should the dealer cease to pur- 
chase the petroleum products of B.A. or default under any of the other terms of 
the Agreement. 


(j) lmprinter Agreement 


An Imprinter Agreement [B.A., M-410 (7-66)] is used by B.A. when it 
loans an Imprinter to the dealer. The Dealer is required to: 


“oo 


. use the said Imprinter solely, exclusively and continuously in recording credit 
sales of the products sold by the Lender and for no other purpose and to retain it 
at the said premises until returned to the Lender.” 

(clause 1, page 1) 


Chapter 19 Page 211 


The Agreement may be terminated by the dealer at any time on 30 days 
notice in writing and can be terminated by B.A. at any time without notice. 
Should the dealer cease to sell the petroleum products of B.A. or default in any 
of the other terms of the Agreement B.A. can immediately repossess the Imprinter 
and terminate the Agreement. 


(k) Chattel Mortgage 


The Chattel Mortgage (B.A., L-2874) taken by B.A. as security for any loan 
made by B.A. to the dealer contains the following provision: 


“That if the Mortgagor ... ceases to handle, use, sell and deal in petroleum products 
of the Mortgagee in a manner satisfactory to the Mortgagee or if the Mortgagor’s 
contract for the purchase of petroleum products from the Mortgagee in connection 
with the business aforesaid is terminated for any reason whatsoever, ...” 

(clause 6, page 2) 


the balance remaining owing under the mortgage is due and payable immediately, 
or, alternatively, B.A. has the option to purchase the chattels from the dealer at 
a specified rate. 


The Mortgage further provides that if the dealer fails to observe or perform 
any of the terms of the mortgage, the balance secured shall immediately become 
due and payable. 


The mortgage contains no limitation on advertising and contains no exclusive 
dealing provision other than that implied in clause 6 dealt with previously. 


(2) Royalite Oil Company Limited Contract Ties 


In 1965 Royalite had a total of 536 retail outlets in Alberta. Of these, 5 
were operated by Royalite employees, 277 were operated by lessees from Royalite 
and 254 were operated by owners of service stations, 74 of whom borrowed 
money from Royalite which debt was secured by a land mortgage on the station. 


1. Dealer Sale Agreement 


The Dealer Sale Agreement (Royalite, M-3) used by Royalite with its lessee 
operated outlets and its owner operated outlets, both financed and non-financed, 
contains the following exclusive dealing provision: 


“The Purchaser covenants and agrees that ... he will, continuously and exclusively, 
. purchase, sell, advertise, trade and deal in the particular kinds, grades and 
brands of products marketed by the Seller ... and further covenants and agrees 
that ... no petroleum products other than those of the Seller will be used, stored, 

sold or otherwise dealt in, on or about the above named premises .. .” 
(clause 6, page 2) 


and by the same clause the dealer agrees not to handle within one mile of the 
service station petroleum products other than those of Royalite. 
The dealer further agrees to: 


“.. . provide and maintain without cost to the Seller . . . equipment and facilities 
for the storage, display, sale and delivery of the petroleum products hereinbefore 
mentioned and agrees that the said equipment and the facilities . . . will be used 
exclusively for the handling of products purchased from the Seller.” 

(clause 8, page 2) 


The dealer also agrees not to sell, lease or otherwise dispose of the service 
station without first offering it to Royalite on the same terms and conditions as 
any bona fide offer received from a third party, which offer the dealer desires to 
accept, and Royalite is granted an option to purchase or lease the station on the 
same terms and conditions. 


Provision for termination of the Agreement is made as follows: 


“In the event of a breach of the Purchaser’s undertaking as set out in Clause Six 
(6) hereof, the Seller may at its option terminate this Agreement forthwith without 
NOC aaeeaee 

(clause 7, page 2) 
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and provision is made for Royalite recovering damages from the dealer in such an 
event. Further provision for termination is made as follows: 


“ 


._. . the Seller may terminate this Agreement forthwith by written notice upon 
failure of the Purchaser to perform strictly any of the obligations upon such party 
hereby.” 

(clause 13, page 2) 


2. Leased Outlets 


Royalite uses two forms of lease for its lessee operated outlets, one being a 
sublease. 


(a) Lease 


The Service Station Lease (Royalite, M-7) restricts the use to be made of the 
premises, the lessee undertaking to: 


“. . . diligently use the demised premises for the purpose of carrying on the business 
of a service station and such other business that Royalite in writing permits...” 
(clause 3, page 1) 


and by the same clause the lessee agrees not to: 

“, . . Sell or deal in thereon any gasolines, diesel fuel, lubricating oils or greases or 
other petroleum products or tires, tubes, batteries, antifreeze or accessories or other 
products other than those supplied by or nominated by Royalite .. .” 


The following clause as to control of the business by Royalite has restrictive 
implications: 


“The Lessee shall conduct the filling and service station business on the demised 
premises and use the demised premises in accordance with the instructions of 
Royalite issued from time to time and in particular without restricting the generality 
of the foregoing with respect to: Standards of service and courtesy to the public; 
neatness and general appearance of the demised premises and attendants; hours dur- 
ing which the demised premises are open for business; and completeness and 
sufficiency of stock-in-trade carried .. .” 

(clause 7, page 2) 


The lessee further agrees not to: 
“,. . install or permit to be installed on the demised premises during the term of 
this Lease or any renewal thereof any signs or placards without the prior written 

approval of Royalite in each instance first having been obtained . . .” 
(clause 8, page 2) 


Provision for termination of the Lease is made as follows: 
“. .. it is expressly understood and agreed that this Lease .. . may be terminated at 
any time by either Royalite or the Lessee upon Thirty (30) days notice in writing 

given by either party to the other...” 
(para 2, page 1) 


“That upon breach or non-performance of any covenant, agreement, proviso or con- 
dition in this Lease, Royalite may, at its option, terminate this Lease forthwith and 
re-enter upon the demised premises and repossess the same and thereafter have and 
enjoy them as fully as if this agreement had never been made.” 

(clause 14, page 2) 


Under the latter provision Royalite may terminate without giving notice to the 
lessee. Further provision for termination is made as follows: 


“, .. Or in case the demised premises become vacant or unoccupied or are unused 
for the purposes of a service station for a period of one business day . . . the Lessee 
will, upon request, surrender up quiet and peaceably possession of the demised 
premises to Royalite and Royalite may re-enter upon the demised premises and 
thereafter have and enjoy them as if this agreement had never been made .. .” 
(clause 15, page 2) 
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(b) Sublease 


The Sublease (Royalite, M 373) used by Royalite contains the following 
exclusive dealing provision: 


“That the Sublessee . . . shall . . . continuously and exclusively purchase or cause 
to be purchased, from the Sublessor and from no other, all gasolines, lubricating 
oils, greases and petroleum products generally, which shall be used, handled, sold or 
kept for sale at, upon or from the demised premises, and the Sublessee shall pur- 
chase or cause to be purchased from the Sublessor, and from no other, any products 
and merchandise (including, but not limited to tires, tubes, tire accessories, batteries 
and auto accessories) in addition to petroleum products which are saleable on or 
from the demised premises and which may from time to time be offered for sale, 
distributed, sponsored or otherwise dealt in by the Sublessor.. .” 

(section I(h), page 2) 


and by the same provision the sublessee further agrees not to: 


“. . purchase, receive, sell, offer to sell, deal in, handle, keep in stock or dispose 
of, either directly or indirectly, or permit to be purchased, received, sold, dealt in, 
handled or disposed of, on, about or from the demised premises any of the said 
products, except such as shall have been manufactured or distributed by or purchased 
from the Sublessor, the intention being that as to all the said products, the Sublessee 

.. Shall purchase the same from the Sublessor exclusively and from no other 
person... .” 


and further: 


“.. . it being expressly declared that the covenant on the part of the Sublessee con- 
tained in this Paragraph (h) is one of the main considerations for the Sublessor 
executing this Sublease (or entering into an Agreement for Sale of even date here- 
with pursuant to which the Sublessor has agreed to sell the demised premises to the 
Sublessee) and without such covenant on the part of the Sublessee the execution of 
this Sublease and the granting of the said loan (or the said Agreement for Sale) by 
the Sublessor, would not have occurred or have taken place.” 


The Sublease contains the following provision as to advertising: 


“That the Sublessor shall be expressly entitled to erect, keep or install at, upon or 
about the demised premises such advertising signs or billboards and such vending 
devices or pumps as the Sublessor in the exercise of its sole discretion may decide 
and, in addition thereto, the Sublessor shall have the right exercisable at any time 
and from time to time to paint the service station building according to its own 
specifications and in a colour or colours of its own choice.” 

(section I(i), page 2) 


Provision for termination of the Sublease is made as follows: 


“, . in case of the breach, non-observance or non-performance of any of the cove- 
nants, provisos or conditions . . . which on the part of the Sublessee ought to be 
observed or performed, and such breach, non-observance or non-performance con- 
tinuing for a period of thirty (30) days after receipt by the Sublessee of notice from 
the Sublessor specifying the nature thereof and requiring the same to be remedied 
. it shall be lawful for the Sublessor . . . without notice to the Sublessee, into 
and upon the demised ereu . . . to re-enter and the same to have again, re- 

possess and enjoy .. .” 
(section 3(a), page 2) 


The Sublease is used by Royalite exclusively in cross-lease arrangements 
where the service station is either owned by the sublessee or is being purchased by 
the sublessee from Royalite. Where the station is already owned by the sublessee 
the cross-lease is taken as further security for a loan made by Royalite to the sub- 
lessee. Where the sublessee is purchasing the station from Royalite the cross-lease 
is taken as security for the balance of the purchase price. 


Under the cross-lease arrangement the dealer leases the premises to Royalite 
under the terms of a head lease and Royalite then sublets the premises to the dealer 
by the Sublease for the identical term of the head lease less one day. 
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3. Mortgaged Outlets (Owner Financed) 


The land mortgage form provided by Royalite does not contain any exclusive 
dealing provisions or advertising restrictions. The form provided is a short form 
mortgage used in Alberta and can be purchased at most stationers providing legal 
forms. 


4. Owners of Service Stations Operating Brand Outlets 
(Owners not financed) 


With owned outlets Royalite uses the Dealer Sales Agreement studied in 
section 1. 


5. Sundry Agreements and Contracts 


(a) Conditional Sale Agreement 


Royalite utilizes a Conditional Sale Agreement (Royalite, M387) when 
equipment is sold by it to the dealer. The Agreement provides that there is no 
right of prepayment and limits the use of the equipment to the vending of Royalite’s 
products. The dealer agrees that he will: 


Pri . use the said equipment exclusively for the vending of the Company’s 


products . 
(clause 4, page 2) 


and the same clause contains an exclusive dealing provision whereby the dealer 
agrees to: 


a deal in gasoline, refined oil, lubricating oils, and greases and petroleum pro- 
ducts generally purchased from the Company exclusively, and the Purchaser will 


not ... in any way directly or indirectly, within one mile of the premises . . . sell, 
deal in or handle any of such products purchased from any other person, firm or 
corporation.” 


The Agreement contains a further exclusive dealing provision whereby the 
dealer agrees to: 


“,. use the said equipment for the carrying on of business of ..., properly 
equipped and supplied with adequate stocks of merchandise, and will keep open for 
business during normal business hours, and will purchase from the Company 
exclusively all gasolines, refined oil, lubricating oils and greases and petroleum pro- 
ducts generally, required for the carrying on of the said business.” 

(clause 5, page 2) 


Should the dealer default in his obligations Royalite may declare the balance 
owing due and payable, or, re-take possession of the equipment, retain or sell the 
equipment, apply the net sale proceeds against the balance owing and proceed 
against the dealer for any deficiency. Any payments made prior to default are 
retained by Royalite as rental for the equipment. (clauses 6, 9 and 10, page 2). 


(b) Equipment Loan Agreement 


The Equipment Loan Agreement (Royalite, M-98) used by Royalite where 
equipment is loaned by it to the dealer contains the following limitation on the use 
of the equipment: 


“The customer shall use the said equipment, on any part thereof solely, actively and 
continuously in the storage of product. Supplied by the Company and shall purchase 
a minimum of 1,000 gals. of product per fuel year.” 

(clause 3, page 1) 


The above provision appears to have some typographical errors in the form 
of contract supplied by Royalite. The Agreement further provides that: 


“The Company may... enter upon the said premises for the purposes of .. . mark- 
ing or re-marking the said equipment to identify it as its property or to advertise the 
products supplied or designated by the Company. The Customer shall not change 
the coloring or design marked upon the said equipment or any part thereof without 
consent in writing of the Company.” 

(clause 4, page 1) 
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Royalite may re-take possession of the equipment at any time, and the dealer 
is obligated to return the equipment to Royalite upon its request. The Agreement 
does not specify any term and no provision is made for the dealer paying rent for 
the equipment. 


(c) Sign Agreement 


The Royalite Sign Agreement [Royalite, M-375 (8-65)] employed by 
Royalite contains the following advertisement restriction: 


“The Dealer shall not affix or permit to be affixed to the sign or pole, any other 
sign, placard or other advertising except with the written consent of the Company.” 
(clause 6, page 2) 


The dealer further agrees not to: 


“| | cause or permit the sign . .. to be removed from the premises whereon the 


same is installed by the Company...” 
(clause 7, page 2) 


Although the Agreement is for specified term it provides that: 


“Notwithstanding anything herein contained, the Dealer agrees to return the sign to 


the Company on demand .. - 
(clause 10, page 3) 


(d) Contract for Tires and Tubes 


The Contract for Tires and Tubes (Royalite, M-379) utilized by Royalite 
contains the following exclusive dealing provisions: 


“  . the Purchaser agrees to purchase from the Vendor . . . Purchaser’s total re- 
quirements of Tires and Tubes sold and/or distributed by ... (the Company)” 
(clause 1, page 1) 


and further: 


“The Purchaser will actively engage in the sale and distribution of Tires and Tubes 
and will purchase from the Vendor and keep on hand at all times during the life of 
this contract a reasonable stock of Tires and Tubes, and will use his best efforts to 


sell and promote their sale.” 
(clause 2, page 1) 


The following advertising limitation has restrictive implications: 


“The Purchaser agrees to first submit to the Vendor for its approval or correction, 
samples of all signs and other advertising matter which Purchaser proposes to use 
in advertising Tires and Tubes...” 

(clause 7, page 3) 


The Agreement is in force for a period from the date of execution to the end of 
the calendar year and thereafter automatically for one year periods unless written 
notice of termination is given by either party 30 days prior to the end of the then 
current term. The Agreement contains no provision for termination on the dealer’s 
default. 


(e) Contract for Accessory Merchandise 

The Contract for Accessory Merchandise (Royalite, M-394) used by Royalite 
contains the same exclusive dealing provision and advertising limitation as con- 
tained in the Contract for Tires and Tubes already discussed. The term of the 
Agreement is on the same basis as that of the Contract for Tires and Tubes with 
the identical right of termination. 


(f) Chattel Mortgage 


The chattel mortgage form provided by Royalite does not contain any ex- 
clusive dealing provisions or advertisement restrictions. The form provided is a 
standard form that can be purchased at any stationer supplying legal forms. 
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(g) Product Supply Agreement 


In its returns Royalite cited an exclusive dealing provision from a Product 
Supply Agreement. Royalite states that it does not have a standard form of such 
an Agreement and that the terms of such Agreement usually vary from case to 
case. The exclusive dealing provision cited by Royalite in its returns is as follows: 


“The Purchaser, . . . shall during the term of this Agreement continuously and ex- 
clusively purchase, or cause to be purchased, from the Company and from no other, 
all gasolines, lubricating oils, greases and petroleum products generally, which shall 
be used, handled, sold or kept for sale on the said lands, and the Purchaser shall 
purchase, or cause to be purchased from the Company, and from no other, and 
products (including, but not limited to tires, tubes, tires accessories, batteries and 
auto accessories) in addition to petroleum products which are saleable on the said 
lands and which may from time to time be offered for sale, distributed, sponsored 
or otherwise dealt in by the Company, and also during the said term the Purchaser 

. Shall not purchase, receive, sell, offer to sell, deal in, handle, keep in stock or 
dispose of, either directly or indirectly, or permit to be purchased, received, sold, 
dealt in, handled or disposed of, on or about the said lands or on or about any other 
lands and premises within a radius of Three (3) miles thereof owned, leased, 
occupied or used by the Purchaser, any petroleum products or other merchandise 
and products hereinbefore mentioned . . . except such as shall have been manufac- 
tured or distributed by or purchased from the Company, the intention being that as 
to all such products and merchandise, the Purchaser .. . shall purchase the same 
from the Company exclusively and from no other person, firm or corporation 
whatsoever .. .” 


The above provision further provides that: 


“ce 


. . . the foregoing covenant on the part of the Purchaser is one of the main con- 
siderations for the execution by the Company of an Agreement for the Sale to the 
Purchaser of the said lands, without which the Company’s agreement to sell the said 
lands would not have taken place or have been made.” 


The Company’s returns do not indicate in what circumstances such an agree- 
ment is taken. The above exclusive dealing provision appears to be taken from an 
agreement accompanying a sale of a service station by Royalite to a dealer. 


(3) Texaco Canada Limited Contract Ties 


In 1965 Texaco had a total of 368 retail outlets in Alberta. Of these 222 
were operated by lessees from the company (including 77 lessees under cross- 
leases) and 146 were operated by owners of service stations, 35 of whom bor- 
rowed money from Texaco which debt was secured by a land mortgage on the 
station (excluding 77 land mortgages where cross-leases were also taken as 
security). 


1. Dealer Sale Agreement 


Texaco uses a Dealer Sale Agreement [Texaco, S-207D (1-66)] with 
regard to its: 


(a) Lessee operated outlets; 


(b) Owner operated outlets financed by Texaco; 
and 


(c) Owner operated outlets not financed by Texaco. 


The Agreement provides that the dealer: 


‘ 


*. . . buys and agrees to receive and pay for purchaser’s entire requirements for re- 
tail sale . . . all petroleum and anti-freeze products and such other products as seller 
markets to the retail dealer trade. . .” 

(Clause 1, page 1) 


The Agreement further provides that as consideration for Texaco supplying to the 
dealer his total requirements of petroleum, anti-freeze and other products the 
dealer agrees to: 
“. . . advertise, purchase, sell, trade and deal in such products of seller continuously 
and exclusively .. .” 
(Clause 8, page 1) 
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The dealer further agrees not to: 


“. . . sell products purchased from others under the trade mark or trade name of 
seller, unless seller shall, after analysis thereoef, give special consent in writing...” 
(para. 9, page 2) 


and by the same paragraph the dealer is allowed to use Texaco’s trade marks and 
trade names to identify and advertise Texaco products, on the condition that he 
will follow directions from Texaco as to the manner of use of the trade marks and 
trade names. 


Texaco does not itself sell tires, batteries and accessories; and such products 
are sold by its dealers by and through arrangements or agreements between the 
dealers and the suppliers of such products and, apart from outlets which are mort- 
gaged to the company, the company does not “require” the purchase of such TBA 
products although it does “recommend” to the dealer the products of various 
suppliers. 


The Agreement is for a five year period and automatically renews for further 
five year periods, unless terminated by either party on 90 days written notice prior 
to the end of the period then current. 


The Agreement may be terminated immediately on written notice by either 
party upon default of the other in performance of the Agreement. The Agreement 
further provides that if it covers deliveries at premises leased by Texaco to the 
dealer, and the lease on the premises is terminated or cancelled, the Agreement is 
automatically terminated. 


2. Leased Outlets 


In addition to the Dealer Sale Agreement, discussed under paragraph 1, taken 
by Texaco in respect to its lessee operated outlets two forms of lease are used by 
Texaco. 


(a) Short Term Lease 


The Short Term Lease [Texaco, G-77-C (1064) R] is for a term of one year 
and automatically renews for further one year periods unless terminated under the 
provisions for termination contained in the Lease. The Lease does not contain in 
itself any exclusive dealing provisions. However, the Lease does restrict the use to 
be made of the premises: 

“Lessee shall use the said premises and the buildings, improvements and facilities 
thereon primarily for the operation of a gasoline service station and the sale of auto- 


mobile accessories .. .” 
(Clause 4, page 3) 


The following clause as to advertising has restrictive implications: 


“The Lessee shall not install or permit to be installed on the premises or in or on 
the buildings situated on the premises herein leased, during the term of this lease, 
or any renewal thereof, any signs or placards, without first having secured the writ- 
ten approval of the Lessor .. .” 

(Clause 9, page 3) 


Provision for termination of the Lease is made as follows: 


“. . the Lessor and the Lessee mutually covenant and agree . . . that the said lease 
. .. may be terminated, at any time. . . by either party upon 30 days written notice 
to the other; .. .” 


(para. 2, page 2) 


and: 


“.. or if there be default, breach or non-observance by the Lessee at any time in 
respect of any covenant, proviso, condition or reservation herein contained which 
on the part of the Lessee ought to be observed or performed, then the Lessor or its 
agents may re-enter the said premises and thereafter have, possess and enjoy them 
as if this lease had not been made; and such right of re-entry shall become exercis- 
able immediately upon such default or breach...” 

(clause 14, page 4) 
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Under the second provision Texaco may terminate without giving notice to the 
lessee. 


Provision for termination of the Lease is also found in the Application for 
Loan Agreement dealt with later. Under the latter Agreement if the dealer defaults 
in repaying the loan obtained from Texaco the company at its option can 
terminate the Lease. 


(b) Long Term Lease 


The Long Term Lease [Texaco, G-77C (LTL) (4-65)] utilized by Texaco 
contains the same limitations with respect to use of the premises and advertising 
(clauses 4 and 10, page 2) as contained in clauses 4 and 9 cited of the Short Term 
Lease. Unlike the Short Term Lease, the Long Term Lease does contain 
restrictive dealing provisions: 


“ 


. . . the Lessee, will . . . purchase or cause to be purchased exclusively from the 
Lessor all petroleum products, and anti-freezes as are sold by the Lessor... on 
the terms of a sale agreement . . . made between the Lessor and the Lessee, or any 
sale agreement between the Lessor and the Lessee from time to time in force in 
substitution therefor; and that the Lessee will not during the said term either directly 
or indirectly use, buy, receive, sell, dispose of, or otherwise deal in or permit to be 
used, bought, received, sold, disposed of, or otherwise dealt in any petroleum pro- 
ducts and anti-freezes in, on, or out of, or about the said premises other than those 
purchased from the Lessor except as and to the extent that the Lessor shall consent 
thereto in writing .. .” 

(clause 5, page 2) 


The above clause specifically incorporates the terms of any Dealer Sale 
Agreement between Texaco and the lessee by requiring the lessee to purchase all 
his petroleum products and anti-freezes on the terms of any sale agreement in exist- 
ence at the time. If the lessee breaches any of the terms of the Dealer Sale Agree- 
ment he automatically breaches clause 5 of the Lease and becomes subject to the 
termination provisions in the Lease. 


Provision for termination due to the lessee’s default appears in the Long Term 
Lease (clause 15, page 4) and is the same as that cited above (clause 14) of the 
Short Term Lease. The Long Term Lease contains no provision for termination by 
either party on 30 days written notice as contained in the Short Term Lease. 


Provision for termination of the Long Term Lease is also found in the Appli- 
cation for Loan Agreement dealt with in section 5. 


The Long Term Lease is for a specific term less one day and is used by Texa- 
co on cross-lease arrangements where the premises are leased by the owner 
to Texaco under the terms of a Head Lease and subleased by Texaco to 
the owner by the Long Term Lease. The Head Lease [Texaco, G-77 (5-63) 
A.W.] used by Texaco in conjunction with the Long Term Lease provides that, in 
addition to Texaco leasing the premises from the owner, Texaco has the option to 
purchase the premises on the same terms and at the same price as any bona fide 
offer received by the owner. Texaco is also granted an option to extend the term 
of the Head Lease or, alternatively, to lease the premises, after the expiration of 
the then current term, upon the same terms and conditions as any bona fide offer 
to lease that the owner may have received. 


3. Mortgaged Outlets (Owners financed) 


Texaco uses a land mortgage and what it refers to as a “standard trading 
agreement” on owner operated outlets financed by Texaco. Neither the land mort- 
gage or standard trading agreement were provided with Texaco’s returns. In its 
returns Texaco states that the standard trading agreement requires the dealer for a 
fixed period or until repayment of all monies owing under the land mortgage, 
whichever is longer, to: 


‘ 


‘,. . purchase from the . . . (Company) exclusively and continuously, all gasoline, 
oils, greases and anti-freezes and will purchase exclusively such tires, tubes and 
batteries as are designated by the . . . (Company) for sale or use on and in con- 
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junction with the (mortgaged) premises . . . and will not during the said period pur- 
chase any gasoline, oils, greases and anti-freezes, tires, tubes and batteries for sale 
or use .. . from any person, firm or corporation other than . .. (the Company) 
except with the authorization in writing of the ... (Company).” 


Although Texaco does not itself sell tires, batteries and accessories the dealer 
is obligated under the above provision to purchase all his TBA products from sup- 
pliers which are designated by Texaco. No reason was given by Texaco as to why 
a financed owner must purchase TBA products from designated suppliers while 
his brother dealers, owners not financed by Texaco and lessee operators, are not 
“required” to purchase their TBA products from designated sources. 


Texaco also states that the standard trading agreement provides that: 


“. . the mortgagor agrees also that... he will, during the said period of time, 
display no other signs or advertisements of gasoline, oils, greases and antifreezes, 
tires, tubes and batteries than those furnished by . . . (Company) or its nominee 
without its approval” 


Texaco also states that the land mortgage contains an identical advertisement 
restriction as contained in the standard trading agreement. 


4. Owners of Service Stations Operating Brand Outlets 
(Owners not Financed) 


With owned outlets Texaco uses the Dealer Sale Agreement studied in section 1. 


5. Sundry Agreements and Contracts 
(a) Conditional Sale Agreement 


Texaco utilizes a Conditional Sale Agreement [Texaco, S-344-R-Western] 
when equipment is purchased by the dealer from Texaco. The Agreement limits 
the use of the equipment to the storage and dispensation of Texaco’s petroleum 
products. The dealer agrees that he will: 

«- . use the said property continuously and without interruption and exclusively 


for the purpose of storing and distributing the petroleum products which may be 
sold or furnished him by the seller .. .” 


(clause 11, page 2) 

If the dealer defaults in complying with the terms and conditions of the con- 

tract or if Texaco “deems the property in danger of misuse” the full amount of the 

contract is immediately due and payable. Texaco also has the option of taking 

possession of the equipment in such a case, retain or resell the equipment, apply 

the net sale proceeds against the balance owing and then proceed against the dealer 
for any deficiency between the balance owing and the net sale proceeds. 


(b) Eguipment Loan Agreement 


The Equipment Loan Agreement [Texaco, S-101 (4-65) ] utilized by Texaco 
provides that: 

“The Company’s products solely shall be dispensed through the Company’s equip- 

ment and no similar equipment belonging to other companies shall be installed on 


the premises during the term of this agreement without the consent of the Company 


first obtained in writing.” 
(clause 4, page 2) 


The dealer further agrees to: 
“|. purchase exclusively from the Company during the period of loan, all his re- 


quirements of .. .’ 
(clause 3, page 2) 


and the kind of products to be purchased by the dealer is presumably designated 
by Texaco in the space provided. 


The following clause appears to have some restrictive implications: 


“During the term of this agreement the Company shall be entitled to adopt what- 
ever means it deems advisable to mark and identify the equipment as its property 
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and for the purpose of applying a trade mark and for advertising its products to be 


dispensed therefrom.” 
(Clause 9, page 2) 


The Agreement is subject to immediate termination by Texaco, without 
notice, on any default by the dealer in fulfilling any terms of the Agreement. 


(c) Application for Loan Agreement 


On a loan made by Texaco to the dealer an Application for Loan Agreement 
[Texaco, S-453 (5-64)] is made use of by Texaco. The Agreement appears to be 
utilized in regard to dealers who are lessees of Texaco. 


The Agreement provides that the dealer is to use the proceeds of the loan: 


“, .. solely in the conduct of business at the above mentioned service station . . .” 
(para. 2, page 1) 


which station is either held under lease or to be held under lease by the dealer from 
Texaco. The dealer also agrees to execute in favour of Texaco a promissory note 
for the amount of the loan plus a service charge (being an interest factor). The 
dealer further agrees that: 


“. .. in the event the Lease Agreement Form G-77C referred to above, or any re- 
newal thereof, is terminated or cancelled, then the unpaid balance of the loan shall 
become immediately due and payable, and in the event of any default in payment 
of any of the installments of said note, you may at your option terminate said lease.” 

(last para., page 1) 


(d) Gasoline Consignment Agreement 


The Gasoline Consignment Agreement (Texaco, S-456) used by Texaco 
covers gasoline only supplied by Texaco to the dealer. By the terms of the Agree- 
ment the property in the gasoline remains in Texaco until sold by the dealer in the 
regular course of his business. The consigned gasoline is sold by the dealer only at 
prices authorized by Texaco. The dealer is remunerated by way of commission on 
the gasoline sold. 


It would appear that the Consignment Agreement may be taken where 
a Dealer Sale Agreement is already in existence. The Consignment Agreement 
provides that: 


“To the extent only by which the terms hereof are inconsistent or at variance with 
the terms and conditions of a certain sales agreement . . . between the parties... 
this agreement shall, until its termination, control, but said sales agreement shall, 
in all other respects remain in force and effect and such of its terms and provisions 
as are inconsistent or at variance herewith shall be effective immediately and auto- 
matically upon the expiration or termination of this agreement .. .” 

(clause 9, page 2) 


The dealer agrees not to: 


“". . Sell gasoline of others under the trade mark or brands of consignor and shall 
not mix or adulterate consignor’s gasoline in any way or with gasolines of others 
” 


(clause 12, page 3) 


The Consignment Agreement does not contain any express exclusive dealing 
provisions but since the Dealer Sale Agreement is used by Texaco with its lessee 
outlets and owner outlets, financed and non-financed, the absence of such a pro- 
vision in the Consignment Agreement is overcome by the presence of such a pro- 
vision in the existing Dealer Sale Agreement. 


In lessee outlets the exclusive dealing provisions contained in the Long Term 
Lease overcomes the absence of such a provision in the Consignment Agreement. 


In regard to mortgaged outlets (owners financed) the exclusive dealing pro- 
vision contained in the standard trading agreement overcomes the absence of such 
a provision in the Consignment Agreement. 
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The Consignment Agreement accompanies a Lease and Dealer Sale Agree- 
ment in the case of lessee outlets, a Dealer Sale Agreement in the case of owner 
outlets (non-financed) and a standard trading agreement and land mortgage in the 
case of owner outlets (financed). All of the latter agreements contain advertising 
restrictions and any signs and placards on the station are subject to Texaco’s ap- 
proval. Clause 12 previously cited of the Consignment Agreement effects an 
exclusive dealing provision as, under the other agreements in existence between 
Texaco and the dealer, the only signs and placards allowed on the station premises 
will be signs and placards advertising Texaco’s products. 


Under the Consignment Agreement the property and the gasoline remains in 
Texaco and the dealer is paid a commission, and accordingly Texaco could be re- 
garded as either the principal or the employer of the dealer. To protect itself from 
this risk, and the attendant responsibilities of a principal or employer, Texaco em- 
ploys the following provision in the Consignment Agreement: 


SItlis understood and agreed that in carrying out this Consignment Agreement Con- 
signee is engaged in his own business; that he shall have sole and exclusive super- 
vision, direction and control of the hiring, discharge, wages, hours and working con- 
ditions of all assistants and employees required by him in the performance of his 
obligations hereunder and shall assume and be solely responsible for all costs and 
expenses incident to said business and his activities hereunder, including but not 
limited to taxes or charges imposed thereon or measured by the wages of Consignee’s 
employees.” 

(clause 8, page 2) 


(e) Chattel Mortgage 


The Chattel Mortgage Form provided by Texaco does not contain any 
exclusive dealing provisions or advertising limitations. 


(4) Imperial Oil Limited Contract Ties 


In 1965 Imperial had a total of 801 retail outlets in Alberta. Of these, 168 
were operated by lessees from Imperial (including 6 leases under cross-leases and 
11 leases where Imperial owned the land and the dealer owned the building) and 
633 were operated by owners of service stations, 111 of whom borrowed money 
from Imperial which debt was secured by a land mortgage on the station. 


1. Dealer Franchise Agreement 
Two forms of Dealer Franchise Agreement are used by Imperial. 


(a) Dealer Franchise Agreement (Imperial, 1S-760/1) 
The Agreement contains the following exclusive dealing provisions: 


“ee 


. Dealer agrees to purchase from Imperial at the premises all of Dealer’s re- 
quirements of such petroleum products as may be sold by Imperial to the retail 
dealer trade... 

(clause 2, page 1) 


“|... Dealer agrees . .. that no petroleum products other than those offered for 
sale by Imperial shall be kept, sold or otherwise dealt in . . . (the premises).” 
(clause 7, page 2) 


Although the Agreement does not expressly limit advertising on the premises 
to the advertising of Imperial’s products the following provision may accomplish 
the same purpose: 


“For the protection of Imperial’s name and trade marks Dealer agrees not to do or 
suffer to be done anything to endanger the same; . 
(Clause 7, page 2) 


Under the Agreement Imperial may also supply equipment on the premises 
for the dealers use. 
In schedule “A” the dealer,— 


“...consents to the reservation of title to the equipment described above by Imperial 
Oil Limited and to the installation and removal of the equipment by Imperial Oil 
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Limited at any time without notice and hereby waives all rights he may have in 
respect of the equipment”. 


The dealer also agrees,— 


“...in the event of termination of this Agreement, dealer shall forthwith deliver up to 
Imperial the equipment and shall cease to use (it). 
(clause 13, page 2) 


The Agreement is for a specified term, and automatically renews for 5 year 
periods unless terminated by 90 days written notice by either party prior to the 
expiration of the then current term. If the service station is being leased by the 
dealer from Imperial the Agreement may, at Imperial’s option, be terminated on 
the termination or cancellation of the lease of the premises. 


The Agreement provides that should either party default in its obligations the 
other may cancel the Agreement on 7 days written notice. 


(b) Dealer Franchise Agreement [Imperial, 1-A-759 (COSS) ] 


_ The Agreement is used by Imperial with its owned service stations, which are 
being operated by lessees of Imperial. The Agreement is substantially the same as 
the Franchise Agreement previously discussed. The dealer agrees to: 


“ce 


. . . purchase from Imperial at the premises all of Dealer’s requirements of gaso- 
line, motor oil and such other petroleum products as may be sold by Imperial to the 
retail dealer trade .. .” 

(clause 2, page 1) 
“. .. Dealer agrees . . . that no petroleum products other than those offered for sale 
by Imperial shall be kept, sold or otherwise dealt in on the premises without written 


approval by Imperial.” 
(clause 7, page 2) 


The Agreement contains the same clause as to protection of Imperial’s name 
and trade marks as contained in the previous Franchise Agreement. 


Imperial may also supply equipment to the dealer for use on the premises. 


The term of the Agreement runs concurrently with the term of the lease of 
the premises between Imperial as lessor and the dealer as lessee. There is no pro- 
vision for termination on default contained in the Agreement. 


2. Leased Premises 


The Service Station Lease (Imperial, CLP/4/64) does not contain an express 
exclusive dealing provision. However, the Lease provides that: 


“. . . in case of the breach or non-performance of any of the covenants or agree- 
ments herein contained on the part of the Lessee, or if the Lessee . . . shall fail to 
operate the service station for the sale of the Lessor’s petroleum products . . . the 
Lessor ... may... take possession of the premises . . . and the said term shall 
forthwith become forfeited and determined.” 


The Lease contains no provisions as to advertising on the demised premises. 


3. Mortgaged Outlets (Owners Financed) 


The Land Mortgage (Imperial, Mtg. 1-66-1) used by Imperial contains the 
following exclusive dealing provision: 


“The Mortgagor being presently engaged or intending to engage in the sale and dis- 
tribution of petroleum products of the Mortgagee and being desirous with the 
moneys advanced to him hereunder of improving the business operation of the lands 
and premises herein described covenants and agrees with the Mortgagee that so long 
as any moneys are outstanding under this mortgage or any extension thereof and in 
NOW NUON SHOP ey, Jaoinoral “hoy (ey funval ThaYelhovebioye inv) U2 ee the 
lands and premises herein shall be used primarily for the purpose of a garage and/or 
service station and insofar as petroleum products are concerned for the sale and 
handling of and dealing in of the petroleum products of the Mortgagee as and when 
the same shall be offered for sale by the Mortgagee to the dealer trade and that 
the Mortgagor will purchase from the Mortgagee exclusively and no other all such 
petroleum products which may be sold or otherwise dealt with on or about the lands 
and premises herein, .. .” 

(page 3, final para.) 
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The Mortgagor (dealer) can prepay, after 5 years, all of the balance owing except 
for a final sum of $200 which cannot be paid before a specified date. 


There are no advertising restrictions contained in the Mortgage. If the Mort- 
gagor defaults in complying with his covenants the balance secured by the Mort- 
gage becomes due and payable immediately. 


4. Owners of Service Stations Operating Brand Outlets 
(Owners Not Financed) 


With owner outlets Imperial uses the Dealer Franchise Agreement previously 
discussed in section 1 (a). 


5. Sundry Agreements and Contracts 
(a) Conditional Sale Agreement 


The Conditional Sale Agreement (Imperial, 3 S-373/3) used by Imperial 
when it sells equipment to the dealer on an installment basis limits the use to be 
made of the equipment: 


“|. the said equipment and every part thereof shall be used only for storing, re- 
taining, supplying and/or delivering petroleum products supplied and sold to the 


Purchaser by the Company .. .” 
(clause 2, page 1) 


The Agreement provides that should the dealer default on any of his obligations 
under the Agreement Imperial may declare the unpaid balance payable immediate- 
ly, take possession of and sell the equipment and apply the net sale proceeds against 
the balance owing and proceed against the dealer for any deficiency, or, alternative- 
ly, take possession of and retain the equipment and retain all payments made as 
liquidated damages. 


(b) Agreement for Consignment of Atlas Tires 


Under the Agreement for Consignment of Atlas Tires (Imperial, 1S-119 
11/65) property in the tires supplied by Imperial to the dealer remains in 
Imperial until sold by the dealer to the customer. The dealer is paid a commission 
on the sale of such tires. There is no exclusive dealing provision in the Agreement 
and no advertising limitations. The Agreement is for one year and yearly there- 
after but may be terminated at any time by either party on 10 days written notice. 


(c) Retail Commission Dealer Agreement 


Under the Retail Commission Dealer Agreement (Imperial, PRS-3-79/3) 
used by Imperial it appoints the dealer: 


“. . its agent for the sale at the service station of gasoline and such other products 
as Imperial shall determine from time to time (hereinafter called the ‘consigned 
products’), and the Dealer hereby accepts such appointment... .” 

(clause 1, page 2) 


Title to all consigned products remains in Imperial until sold by the dealer, 
at which time title passes to the customer. The products are sold at retail prices 
fixed and determined by Imperial and the dealer is paid a commission on products 
sold. 


The Agreement contains the following exclusive dealing provisions: 


“The Dealer agrees that he will not during the term of this Agreement advertise, 
handle, deal in, distribute or sell (either as principal or agent) any petroleum pro- 
duct not sold or manufactured by Imperial.” 

(clause 27, page 7) 


“The Dealer will not without the written consent of Imperial carry on, on the pre- 
mises, any business other than the sale of the consigned products, other products 
and accessories usually sold at service stations and not handled by the Dealer as 
agent, and the provision of services usually rendered by a service station.” 

(clause 28, page 7) 
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The Agreement contains the following limitation on advertising on or about 
the service station premises: 
“Imperial may erect and maintain such advertising signs on the premises as it deems 
advisable and the Dealer will not erect or permit to be erected or to remain on the 
service station premises any other signs or advertising except with the written con- 
sent of Imperial” 
(clause 11, pages 3 and 4) 


The following clauses have restrictive implications: 


“The Dealer shall have the right to purchase and resell for his own account other 
products and accessories usually sold at service stations, and perform for his own 
account the services usually rendered at service stations. Imperial, however, has the 
right to refuse to allow the Dealer to offer for sale certain other products and ac- 
cessories to which Imperial may reasonably object .. .” 

(clause 5, page 3) 


“The Dealer agrees to conduct a first class service station business upon the 
premises; . . . and to comply with all instructions of Imperial as to standards of 
service and operation.” 

(clause 17, page 5) 


In an attempt to absolve itself of the attendant responsibilities of a principal 
or employer the following provisions are used: 
“The Dealer agrees that the personnel whom he engages to operate the service 
station shall be his own employees, subject to his control and direction, and for 
whose acts and omissions, and any losses or damages resulting therefrom, the Dealer 
shall be fully responsible.” 
(clause 20, page 5) 


“It is expressly understood and agreed that the Dealer will carry on his business 
pursuant to this Agreement as an independent contractor in the pursuit of an inde- 
pendent calling and not as an employee or servant of Imperial. It is further agreed 
that the Dealer’s authority as agent of Imperial is strictly limited to the sale of the 
consigned products at prices authorized by Imperial . . . and that the Dealer has no 
other authority whatsoever as agent of Imperial.” 

(clause 31, pages 7 and 8) 


The Agreement is for a specified term but: 


“Either party may terminate this agreement at any time by giving 10 days prior 
written notice to the other party.” 
(clause 32, page 8) 
Should the dealer default in his obligations under the Agreement Imperial is 
entitled to terminate the agreement immediately without notice (clause 33, page 8). 


Upon the expiration or termination of the Agreement the dealer is required 
to vacate the service station premises covered in the Agreement, return to Imperial 
all consigned products unsold, and return to Imperial all of its property and equip- 
ment which may have been loaned to the dealer. 


(5) Shell Canada Limited Contract Ties 


In 1965 Shell had a total of 534 retail outlets in Alberta. Of these, 273 were 
operated by lessees from Shell and 261 were operated by owners of service stations, 
95 of whom borrowed money from Shell which debt was secured by a land mort- 
gage on the station. 


1. Dealer Sales Contracts 
Shell uses two types of Dealer Sales Contracts. 


(a) Dealer Sales Contract 


The Dealer Sales Contract (Shell, 1908 Rev. 6/65) does not contain any ex- 
press exclusive dealing provisions. However the following clause has restrictive 
implications: 

“. . . Dealer will not sell or offer for sale under Seller’s trade marks, trade names 


or color scheme, any products other than those purchased hereunder, nor any mix- 
ture or adulteration of any product purchased hereunder with any other product or 
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material . . . All signs and other advertising devices, heretofore or hereafter 
furnished by seller to Dealer, . . . shall be used solely in connection with Dealer’s 
sale of products purchased hereunder . . .” 
(clause 5, page 1) 
Under the Contract Shell loans to the dealer various specified equipment. 
There is no provision limiting the use of the equipment to the handling of Shell’s 
products. 


The Contract is for a specified term and yearly thereafter and can be termina- 
ted by either party on 30 days notice prior to the end of the then current period. 
Provision for termination is made as follows: 


“If Dealer breaches any of the provisions of this contract, or if Dealer defaults in 
the payment of any indebtedness to Seller, whether under this contract or otherwise, 

. Seller may by notice forthwith . . . terminate this contract .. .” 
(clause 10, page 2) 


(b) Dealer Sales Agreements 


The Dealer Sales Agreement (Shell, 2001 Rev. 3/65) used by Shell is 
identical to the Dealer Sales Contract previously discussed with the exception of 
the equipment loan provisions contained in the latter contract. Under the Dealer 
Sales Agreement Shell does not loan equipment to the Dealer. 


2. Leased Outlets 
Two forms of lease are used by Shell for its lessee operated outlets. 


(a) Lease 


The Lease (Shell, 2006 Rev. 8/66) does not contain any exclusive dealing 
provisions and there are no advertising limitations. The lessee is required to use 
the demised premises for the operation of an automobile service station only 
(clause 4, page 1). 


The Lease is for a specified term and continues yearly thereafter, but can be 
terminated by either party on 30 days notice prior to the expiration of the then 
current term. 


Provision for termination is made as follows: 


“If Lessee defaults in the performance or observance of any of the covenants or 


conditions of this lease . . . or if the service station on the premises is closed for 
more than 72 successive hours ... Lessor may ... without notice, terminate this 
IGA Gls Be 


(clause 8, page 2) 


The following advertising limitation is imposed: 


“ 


. this lease does not confer on the Lessee any rights to use Lessor’s trade marks 
trade names, color schemes or advertising signs or devices.” 
(clause 10, page 2) 


Shell also excludes itself from any liability for the operation of the service 
station as follows: 


“Nothing in this lease shall be construed as reserving to Lessor any right to exercise 
any control over, or to direct in any respect the conduct or management of, the 
business or operations of Lessee on the premises; but the entire control and direc- 
tion of such business and operations shall be and remain in Lessee, subject only to 
Lessee’s performance of the obligations of this lease. Neither Lessee nor any person 
performing any duties or engaged in any work on the premises at the request of 
Lessee shall be deemed an employee or agent of Lessor... .” 

(clause 10, page 2) 


(b) Sublease 
The Sublease (Shell, 2025 Rev. 6/65) used by Shell contains the following 
limitation as to the use to be made of the demised premises: 


“Lessee shall use the premises only for the operation of an automobile service 
station, including the retail sale of petroleum products, accessories and minor repair 
and other services for motor vehicles 53” 

(clause 4, page 1) 
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The Sublease does not contain any exclusive dealing provisions. 


The Sublease contains the identical limitation on the use of Shell trade marks, 
trade names, etc. as contained in the lease previously discussed. 


The Sublease contains the identical absolvement on the part of Shell as con- 
tained in clause 10 of the lease previously described. 


The Sublease is for a specified term and the Lessee is granted an option to 
renew for further specified periods. 


If the Lessee defaults in the performance of any of his obligations Shell may, 
at its option and without notice, terminate the Sublease. 


3. Mortgaged Outlets (Owners Financed) 


Shell did not provide a land mortgage form with its returns. However, in its 
returns Shell states that its land mortgage contains the following exclusive dealing 
provisions: 

“That he will not during the currency of this Mortgage sell or otherwise deal in, 
handle, dispose of, or advertise any gasoline or other petroleum products upon the 
said lands or by means of any tanks, pumps or other equipment owned or control- 
led by him, other than the gasoline and other petroleum products supplied by the 
Mortgagee, and that no part of the said lands, tanks, pumps or other equipment and 
no part of any lands adjoining the same now or hereafter owned by him or in his 
possession shall be used for the sale or other dealing, handling, disposition or ad- 
vertising of any gasoline, or other petroleum products except such gasoline and 
other petroleum products as are supplied by the Mortgagee during the said period 


“That during the said period he will handle, deal in, dispense and advertise the gaso- 
line and other petroleum products of the Mortgagee exclusively and will use his best 
endeavours to promote the continuous sale thereof under the brands, copyrights and/ 
or trade mark names of the Mortgagee therefor. . . .” 


And by the same clause the Dealer must operate the service station in a man- 
ner satisfactory to Shell: 
“. .. and will operate continuously the buildings and other equipment on the said 
lands and the tanks, pumps and other equipment owned, or controlled by him in a 
manner satisfactory to the Mortgagee, of which the Mortgagee shall be the sole 
HUGS Caen 


The dealer is also required to adopt the color scheme of Shell: 


“, .. and that he will keep painted the said buildings, pumps and other equipment 
in the color scheme now in force in service stations and on equipment used in selling 
the products of the mortgagee, and will from time to time preserve the present color 
scheme or such other color scheme as during the said period may be generally adop- 
ted by the Mortgagee.. .” 
Once the relation of Shell and the dealer comes to an end the dealer is obliga- 
ted to immediately discontinue the use of Shell’s advertising and color schemes or 
any other color scheme that may resemble Shell’s. 


4. Owners of Service Stations Operating Brand Outlets 
(Owners not Financed) 


With owned outlets Shell uses either the Dealer Sales Contract or Dealer Sales 
Agreement studied in section 1. 


5. Sundry Agreements and Contracts 
(a) Equipment Loan Agreement 


The Equipment Loan Agreement (Shell, 5004 Rev. 1/59) utilized by Shell 
when it loans equipment to the dealer restricts the use to be made of the equip- 
ment. The dealer is required to: 


“. . . use said equipment solely for or in connection with the storage, handling and 
use of petroleum products manufactured or sold by Shell . . .” 
(clause 3, page 1) 
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The Agreement is for a specified term and continues from year to year there- 
after. The dealer may terminate the Agreement by 30 days written notice prior to 
the end of the then current period. Shell may terminate the Agreement at any time 
by giving the dealer 30 days written notice. 


(b) Shellubrication Franchise Agreement 


The Shellubrication Franchise Agreement (Shell, 700 Rev. 4/52) requires 

the dealer to: 
“use, advertise and display only lubricating oil and greases obtained from Shell 
in connection with the performance of Shellubrication service and for this purpose 
DEALER agrees to purchase from Shell and to keep on hand at all times a repre- 


sentative stock of automotive lubricants . . .” 
(clause 6, page 1) 


The Agreement remains in force until terminated by either party giving to the 
other 10 days written notice. Shell may cancel the contract, at its election, should 
the Dealer breach any of his obligations. 


(c) Gasoline Consignment Agreement 


Under the Gasoline Consignment Agreement (Shell, 2002 Rev. 10/65) the 
title and property in the gasoline remains in Shell until sold by the Dealer to the 
customer. The dealer is paid a commission on gasoline sales. The gasoline is sold 
by the dealer at prices fixed by Shell. : 


Although there is no express exclusive dealing provision or any express 
advertising restrictions the dealer agrees to: 
“ use Dealer’s best efforts to promote the sale of the Company’s gasolines at the 
Station; to sell such gasolines for and on behalf of the Company under the trade 
TALKS) eee 
(clause 2, parts (a) and (b), page 1) 
Shell absolves itself from all responsibility for the operation of the service 
station by providing that: 
“ Dealer has and will continue to have full and complete charge and control of 
and entire responsibility for the operation of the Station including the sale of all 
gasoline; and that Dealer will continue to pay on his own behalf all costs and ex- 
penses incidental thereto including the hiring and payment of wages to Dealer’s 
assistants and employees engaged in the operation of the Station; and that Dealer will 


retain full control and authority over such assistants and employees.” 
(clause 2, sub clause (d), page 1) 


Any other agreement between Shell and the dealer respecting the sale of gaso- 
line is suspended during the term of the Gasoline Consignment Agreement, and 


upon termination of the Gasoline Consignment Agreement any such agreement is 
automatically restored. 


The Agreement is in effect until terminated by either party giving to the other 
14 days prior notice unless terminated by mutual consent. Should the dealer de- 
fault in his obligations Shell may terminate the Agreement immediately by notice 
to the dealer. 


(6) Standard Oil Company of British Columbia Limited Contract Ties 


In 1965 Standard had a total of 8 retail outlets in Alberta. All of the outlets 
were owned by Standard and all except one were operated by lessees of Standard. 
The one outlet was operated by a Standard employee. 


1. Dealer Gasoline and Lubricating Products Contract 


The Dealer Gasoline and Lubricating Products Contract (Standard, BC-4-2M- 
7-66-43757) used by Standard contains the following provision as to exclusive 
dealing: 

“_. . Buyer hereby agrees to buy from the Seller all of the Buyer’s requirements of 


gasoline and such other petroleum products as may be offered for sale by the Seller 
. used or sold or bought to be used or sold by the Buyer in the conduct of the 
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Buyer’s business . . . and the Buyer agrees not to buy, use or sell any other petroleum 
products . . . without the written consent of the Seller.” 
(para 1, page 1) 


The above provision does not require the dealer to purchase his T.B.A. pro- 
ducts from Standard, and is restricted to gasoline and petroleum products only. 


The Contract contains the following restriction as to advertising on the service 
station premises: 


“The Buyer shall not construct or place or permit to be constructed or placed on or 
over the Buyer’s business premises any notices, posters, billboards, signs or other 
advertising medium of any kind, except those provided by the Seller, nor shall the 
Buyer advertise or permit any advertising of any product offered for sale by the 
Buyer without the written consent of the Seller.” 

(clause 4, page 2) 


“It is understood and agreed that the product or products covered by this contract 
will be sold to the public as the product or products of Seller under Seller’s regular 
trade marks and brand names for such product or products. Buyer is not to use in 
connection with the sale and/or advertisement for sale of said product or products 
any trade mark, brand name or color scheme other than those regularly used by the 
Seller for such product or products, unless expressly consented to in writing 


by Seller.” 
(clause 5, page 2) 


The Contract contains the following provisions concerning suspension of 
Standard’s obligations and termination of the Contract: 


“. . . If at any time the Buyer shall fail to make any payments due hereunder, the 
Seller, notwithstanding anything hereinbefore or hereinafter contained, may suspend 
deliveries until such payment has been made, or may at its option terminate this 
contract forthwith .. .” 

: (clause 1, page 2) 
“In the event the Buyer shall fail to perform or fulfil any obligation imposed on 
the Buyer herein, the Seller may suspend deliveries hereunder during the whole or 


any portion of the duration of such default.” 
(clause 3, page 2) 


“, . . PROVIDED, however, that the Seller may terminate this contract at any time 
upon giving thirty (30) days written notice thereof to the Buyer.” 
(para. 2, page 1) 


The Contract is for a specified period of time and thereafter until terminated 
by the dealer giving to Standard 30 days notice in writing. The dealer does not 
have the right to terminate at any time that is vested in Standard. 


2. Leased Outlets 


The Service Station Lease (Standard, A-2) used by Standard contains ex- 
clusive dealing provisions. The Lease contains the following clause concerning 
exclusive purchasing of Standard’s products: 


“The Lessee covenants and agrees that he will not buy, receive, sell or dispose of 
either directly or indirectly or permit to be bought, received, sold or disposed of, 
on, out of or about the demised premises any gasolines and other petroleum pro- 
ducts, tires, tubes, batteries and other automotive accessories, other than such as 
shall have been actually purchased from or supplied by the Lessor or such person, 
firm or corporation as the Lessor shall from time to time specify.” 


(para. 5, page 2) 


The following clause in the Lease dealing with signs on the demised premises 
may possess some restrictive implications: 


“Lessee shall not, without the Lessor’s prior written consent, ... alter, remove, 
cover, add to or deface any paint, sign or other property located on the premises or 
add any additional paint or signs to the premises or any property located thereon.” 

(para. 2, page 2) 


The Lease contains the following provisions concerning termination: 


“It is understood and agreed that .. . in case of the breach or nonperformance of 
any of the covenants and agreements herein contained on the part of the said 
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Lessee, its successors or assigns, at any time thereafter, into and upon the said de- 
mised premises, or any part thereof, to re-enter and the same to have again, 
repossess and enjoy .. .” 

(para. 4, page 1) 


and 
“. . . PROVIDED, however, that the Lessor may terminate this Lease at any time 


upon giving thirty (30) days written notice thereof to the Lessee...” 
(para. 1, page 1) 


The first provision appears to provide for termination and immediate re-entry 
without notice on the part of Standard if the Lessee fails to abide by the provisions 
of the Lease. 


Although the Lease is for a specified period of time the latter provision as to 
termination vested in Standard places the Lessee in the position of being a Lessee 
only during the goodwill of Standard. The Lessee does not have a comparable 30 
day right of termination. 


The exclusive dealing provision in the Lease covers the purchase of gasoline, 
petroleum and T.B.A. products while the exclusive dealing clause in the Dealer 
Contract previously discussed covers only gasoline and petroleum products. Under 
the Lease the Lessee is required to purchase not only from Standard but from any 
person, firm or corporation designated by Standard. Under the Dealer Contract the 
dealer is required to purchase from Standard only. 


3. Mortgaged Outlets (Owner Financed) 


Standard did not have any mortgaged outlets (owner financed) in the year 
1965. No land mortgage form was provided by the Company with its returns. 


4. Owners of Service Stations Operating Brand Outlets 
(Owners not Financed) 


Standard did not have any outlets owned by the dealer in 1965. 


5. Sundry Agreements and Contracts 
(a) Conditional Sale Agreement 


When equipment is sold by Standard to a dealer on instalments Standard 
makes use of a Conditional Sale Agreement. Two forms of such agreement were 
provided by Standard. In the short form Conditional Sale Agreement (Standard, 
BC 1-A 1M-3-59-9456) the dealer (buyer) agrees: 


(a) To use the said goods solely for the purpose of storing and using the petroleum 
products of the Seller. 


(b) To purchase from the Seller exclusively the Buyer’s requirements of petroleum 
products . 


(c) Not to purchase or use . . . the petroleum products of any other supplier.” 
(clause 4, page 1) 


The Agreement provides that any payment made by the dealer under the 
Agreement may be applied by Standard to the Agreement or any other agreement 
or account between the dealer and Standard as Standard may elect and the dealer 
expressly waives any right to make special application of payments. The effect of 
such appropriation allows Standard to apply any payments made on the Agree- 
ment on any unsecured account of the dealer and still retain security on the equip- 
ment covered by the Agreement. In effect the Conditional Sale Agreement also 
secures unsecured accounts of the dealer. 


The Agreement provides that should the dealer default on any of the terms of 
the Agreement Standard may (a) repossess the equipment, declare the agreement 
to be null and void and retain all payments made as rental for the equipment, or 
(2) declare the deferred balance immediately due and payable, or (3) take pos- 
session of and sell the equipment, apply the net proceeds of the sale against the 


Page 230 Part 5 


balance owing under the Agreement and proceed against the dealer for any defici- 
ency between the balance owing and the net sale proceeds. 


The long form Conditional Sale Agreement (Standard BC-1-500-1-54-25942) 
contains the following exclusive dealing provision: 


‘ 


‘. . . Buyer will during the continuance of this contract and so long as any moneys 
shall be owing hereunder, carry on upon the said lands and premises the business 
of retailing gasoline and other petroleum and automotive products and during such 
term will purchase exclusively from Seller or from such other person, firm or cor- 
poration as Seller may direct in writing, all gasoline and other petroleum products, 
tires, tubes, batteries and such other products as may be offered for sale by Seller 
to the dealer trade...” (Clause 8, page 2) 


The exclusive dealing clause above cited also states that the dealer’s agreeing 
to purchase exclusively from Standard is the main consideration for Standard enter- 
ing into the Agreement. 


The dealer further agrees that he will not: 


“cs 


. SO long as any moneys shall be owing hereunder, buy, receive, sell or dispose 
of either directly or indirectly or permit to be bought, received, sold or disposed of, 
on, out of or about the said lands and premises any gasoline and other petroleum 
products, tires, tubes, batteries and other products as aforesaid, other than such as 
shall have been actually purchased from or supplied by Seller or such person, firm 
Or corporation as Seller shall from time to time specify .. .” 

(clause 9, page 2) 
and by the same clause the dealer agrees not to handle within one mile of the sta- 
tion similar products of competitors of Standard without its written consent. Other 
than the one mile limitation the exclusive dealing provision in clause 9 is similar 
to the exclusive dealing provision (para. 5, page 2) of the Service Station Lease 
already discussed. 


The dealer further agrees that: 


“During the currency of this contract Buyer shall use the said personal property 
solely for the purpose of dispensing and purveying the aforesaid products of Seller 
or of such other person, firm, or corporation as Seller shall from time to time 
specify.” 
(clause 10, page 2) 
The Agreement contains an appropriation of payments clause (clause 7, page 
1) identical to clause 5 of the short form Conditional Sale Agreement. 


The Agreement provides the same remedies to Standard on default by the 
dealer as those in the short form Agreement. 


Standard may delay the acceptance of the final payment due under the Agree- 
ment with the following clause: 
“, .. the final payment of the purchase price payable hereunder shall not be deemed 
to be accepted by the Seller until the issuance by the Seller of an official receipt...” 
i (clause 2, page 1) 
This clause is somewhat similar to the delayed payment clause common in land 
mortgages used by the major gasoline suppliers. 


The short form Agreement obligates the dealer to purchase petroleum products 
only from Standard while the long form Agreement requires the purchase of 
all petroleum and TBA products from Standard or a designated supplier. The short 
form Agreement grants the various remedies to Standard only upon default by the 
dealer while the long form Agreement, in addition to granting the remedies on de- 
fault by the dealer, grants the remedies 


“, .. if Seller shall at any time consider that any part of the purchase money is 
SCCU NG Maram. 
(clause 11, page 2) 


and Standard could exercise its remedies without default by the dealer. 
The returns of Standard do not indicate why conditional sale contracts are 
employed in lessee operated outlets where Standard owns the outlet, but it seems 


that these contracts would be concerned with equipment which is not provided 
with the premises. 
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(b) Zeon Sign & Chevronmatic Imprinter Rental Agreement 


In the Zeon Sign and Chevronmatic Imprinter Rental Agreement (Standard 
BC-20 1M 6/60 SD) there is a provision which may be interpreted as binding the 
dealer to purchase his products from Standard. The section to this effect reads as 
follows: 


“ 


. and you (the dealer) agree to claim no right to use any of the said equipment 
except in connection with products supplied by us and sold by you.” “ 
(para. 


The Agreement contains no express terms for termination by Standard but 
provides that: 
“... we (Standard) shall have the right to remove all or any part of the said equip- 
ment at any time without prior notice . . .” 
(para. 3) 


(c) 1T.B.A. Purchase Agreement 


Under a TBA Purchase Agreement (Standard, BC-26 1M 12/62 SD) Stan- 
dard agrees to honour credit card purchases invoices covering the sale by 
the dealer of TBA products on the following condition: 

“That you purchase all such tires, tubes, batteries, and automotive accessories for 


sale from jyour service. stations premiiSesi cme tu £100) eee 
(clause a) 


a supplier designated by Standard. The Agreement may be terminated by Standard 
on 30 days written notice. 


(d) Chattel Mortgage 


The Chattel Mortgage (Standard, BCM-8 500-4-66-42117) taken by Stan- 
dard to secure loans made to the dealer provides that the dealer will: 


“ 


. during the continuance of the security hereby created carry on upon the aforesaid 
lands and premises the business of retailing gasoline and other petroleum and auto- 
motive products and during such term will purchase exclusively from the Grantee 
or from such other person, firm or corporation as the Grantee may direct in writ- 
ing, all gasoline and other petroleum products, tires, tubes, batteries and such other 
products as may be offered for sale by the Grantee .. .’ 


(para. 6, page 3) 


The mortgage also contains an exclusive dealing clause under which the 
dealer agrees to: 


“ 


buy, receive, sell or dispose of either directly or indirectly or permit to be 
bought, sold or disposed of, on, out of or about the said lands and premises any 
gasoline and other petroleum products, tires, tubes, batteries and other products as 
aforesaid, other than such as shall have been actually purchased from or supplied 
by the Grantee or such person, firm or corporation as the Grantee shall from time 
to time specify .. .” 

(para. 7, page 3) 


and by the same paragraph the dealer agrees not to handle within one mile of the 
station similar products of competitors of Standard without its written consent. 


The mortgage also provides that the dealer’s agreeing to purchase exclusively 
from Standard is the main consideration for the company granting the loan to the 
dealer. 


Under the mortgage the dealer can prepay at any time the amount due, except 
an amount of $100 which cannot be paid until a certain specified date. 


The mortgage provides that should the dealer default in any of the terms of 
the contract, or should Standard “. . . feel unsafe or insecure . . .” it may take 
possession of the equipment covered by the mortgage, sell the same, apply the net 
proceeds against the balance owing and proceed against the dealer for any 
deficiency. 
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CHAPTER 20. ENFORCEMENT OF CONTRACTS 


(1) Attitudes and Methods of Enforcement 

To what extent are the oil companies prepared to enforce the harsh terms of 
their unconscionable contracts with operators? 

It is probably obvious that a company would not include provisions in its 
contracts unless it intended to use them if the need arose. It is probably equally 
obvious that the mere fact that the provisions exist largely eliminates the need for 
their enforcement. If a dispute arises and the issue is covered by a provision in a 
contract, simply drawing the provision to the attention of the person frequently 
eliminates the argument. Most people don’t want to become involved in legal pro- 
ceedings, particularly if the outcome is almost a foregone conclusion. 

In the extremely rare cases where the service station operator decides to face 
the heavy odds and fight for what he regards as his freedom and rights as an “in- 
dependent businessman,” does the oil company go to the limits of its wide range 
of powers contained in its numerous restrictive contracts? 

The answer appears to be an unqualified yes! 

The company reacts swiftly and decisively. The operator is beset with a be- 
wildering number and variety of sanctions and penalties. The company treats the 
operator’s actions as an infection which must be eliminated by any possible means 
and as quickly as possible. The message as to the massive retaliation and the over- 
whelming certainty of the inevitable result is not lost on other operators, on whom 
it has a deterrent effect. 

As a result oil company “suggestions” to operators are respected and observed 
to a remarkable degree. 


The fears expressed by operators appear to fall into two categories— 
(a) that they may lose their station for actions which are expressly covered 
by some term of their various contracts; or 
(b) that they may lose their station for failure to conform to some oil com- 
pany policy of which they have been made aware but which is not dealt 
with in any contract. 
The oil company normally has an absolute right to terminate on a certain number 
of days notice and no cause for termination need be stated. This power can be 
used in the case of a disagreement between an operator and an oil company relat- 
ing to a policy or an issue which is not spelled out in any contract. Furthermore no 
operator can run his station in a faultless manner. The oil company can almost 
invariably allege justification by pointing to minor breaches of various contract 
provisions which it normally ignores, but which it can use as reasons for termina- 
tion if it appears desirable to state a reason. Such reasons may be completely un- 
related to the principal difference between the parties which appears to have been 
the real cause for termination. 


The Committee has considered the circumstances of a number of terminations 
where. different contract provisions and different issues were involved. The cir- 
cumstances of four cases of termination will be outlined to illustrate the attitude and 
methods used by oil companies to enforce their policies by using their contracts. The 
four illustrations involve contract provisions which are the same or similar to those 
used in Alberta, and each of the companies involved operates in Alberta. 


Two illustrations involve enforcement where an express provision of the con- 
tract covered the issue, namely:— 
(a) Contract in Restraint of Right to Prepay Debts (Alberta); 
(b) Contract in Restraint of Trade (England); 
and two illustrations involve enforcement of a policy not covered by an express 
provision of a contract namely:— 
(c) no right to determine closing hours (Alberta); (not covered by 
contract) 
(d) no right to participate in trade association (Quebec); (not covered by 
contract). 
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Service station operators in other jurisdictions and countries appear to have 
the same problems as those reported to us by service station operators in Alberta 
arising under similar contract provisions with the same international oil companies. 


The English case involved the same kind of ties for approximately the same 
period as those that caused the problem for the Alberta operator. In the English 
case the House of Lords found the ties to be in restraint of trade and unenforce- 
able, while the Alberta operator in similar circumstances, rather than fighting the 
issue to the highest court in the country, gave up his unequal struggle and sold out 
to the oil company. 


The fifth case illustrates continued enforcement of rights against a former 
operator which were enforced long after his termination. 


The sixth case illustrates how early in the relationship between oil company 
and operator the feeling of hostility and distrust can arise and the almost automatic 
resort to threats as the means of enforcement. 


(2) Contract in Restraint of Right to Prepay Debts (Alberta) 


A man who wished to be a service station operator obtained an option to pur- 
chase a desirable service station site in an Alberta city. He approached an oil com- 
pany whose products he intended to sell with a view to borrowing some of the 
money required to take up the option. As a result of the negotiations they mutually 
agreed that the oil company would obtain title to the land which would be regis- 
tered in its name, but it would sell the land to the operator under an Agréement 
for Sale. The Agreement for Sale had a provision for prepayment, with the excep- 
tion of the final $200.00, which the oil company did not have to accept for a 20 
year term. 


When the operator desired to borrow additional money in connection with 
the construction of his service station he executed a mortgage in favor of the oil 
company which contained a provision for prepayment of the mortgage money, with 
the exception of $200.00 which the oil company was not required to accept for a 
20 year term. The mortgage contained a provision that the operator would pur- 
chase from the oil company exclusively all petroleum products to be sold or dealt 
in on the said lands so long as any monies are outstanding under the mortgage. 
The operator also signed the usual dealership or franchise agreement, which again 
contained a clause requiring him to purchase exclusively from the oil company. 


After about 2 years the operator realized it would be a difficult struggle with 
his low profits to keep up the instalments to the oil company on his agreement for 
sale and his mortgage. He considered he had to explore any means of increasing 
the profits from his business. Another supplier offered to sell him gasoline at a 
price below that being charged by his oil company. The operator consulted his 
lawyer who wrote a letter to the oil company reading in part as follows: 


Mr? 22 Wenn. & 10. Bod informs me that he could obtain gas from other sources 
2%2¢ to 3¢ cheaper per gallon than the present price he is paying (your oil 
company). 

Mirae. tanerlt oo Fst Cert omen is experiencing difficulties in meeting his obligations to 


your company under the agreement for sale and mortgage, although these payments 
are most reasonable, he feels he is not getting sufficient margin on the gas gallonage.” 


“I shall be obliged if you will consider the contents of this letter as to whether or 
nov Mriiieog 2 ears ie? could obtain a reduction in the price of gas which he 


obtains from your company of at least 2¢ per gallon Jess than his present cost.” 
The operator’s lawyer received a letter from the oil company’s lawyer reading 
in part as follows: 


“We are instructed to advise you that (the oil company) will not give Mr. 
any reduction in the price of gasoline from its tank wagon price.” 


As long as the operator was tied to his oil company by terms of the mortgage, 
the agreement for sale, and the franchise agreement, under which he was required 
to purchase exclusively from his oil company, so long as he owed it any money, the 
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next logical step was to pay his debt to the oil company which would leave him 
free to purchase on more favorable terms and operate a more profitable business. 


The operator’s lawyer accordingly wrote to the oil company a letter which 
read in part as follows: 

NEC Gores SEE fais tet Diet e wishes to pay off the full balance outstanding to your 

company, both under the Agreement for Sale and the mortgage, and is prepared to 

pay a reasonable penalty for so doing.” “He also wishes to be freed from the trad- 

ing agreement”. “Under the Agreement for Sale and Mortgage, which were signed 

some while ago with your company, Mr. ._....._.___._.____._ agreed that all 

monies could be paid with the exception of the last $200.00 on both documents. 

Mra Str See) wishes to pay off the last $400.00 as well, and obtain 

title to the station.” 


The solicitors for the oil company replied in part as follows: 


“(the oil company) will accept prepayment of the Agreement for Sale and the mort- 
gage only upon the terms set forth in those documents, that is, that the final $200.00 
payable under each document can not be prepaid until (date 18 years later).” 


p(themoilecompany)mvwallenot celeasel Miguses set ees ee eee from the franchise 
agreement”. “Because (the oil company) does not agree to accept full repayment of 
the Agreement for Sale and mortgage, but takes the position that the final $200.00 
under each agreement must remain outstanding, without interest, until (date 18 years 
later), as in the agreements more particularly set forth, the preferential right to pur- 
chase .. . remains in existence and any bona fide offer received by Mr. 
for the purchase of the property, must be communicated to (the oil company) and 
that company has two months within which to elect to purchase the lands on the 
terms of such offer. The same preferential right applies also to any offer to lease 
the property.” 
The operator considered he was losing money on his operations so he decided 
to close the service station and had his lawyer notify the oil company to this effect. 


The reply from the solicitors from the oil company read in part as follows: 


“With respect to the closing of this service station we would draw your attention to 
clase ae of the Agreement for Sale which provides that so long as any por- 
tion of the purchase monies remains unpaid, the purchaser will at all times. . . fully 
operate the garage and/or service station premises located on the said lands during 
the normal hours of operation for the particular locality.” 


After the closure of the service station the lawyers for the oil company wrote 
to the lawyers for the operator relating to the closure which letter read in part as 
follows: 

“Our client takes the position that this is a violation of the covenant contained in 


his agreement. It cannot, and does not, waive any of its rights and intends to hold 
Mealsbs Sos. sy conse Mierttae fully responsible for the consequences of his breach.” 


The operator kept the station closed for almost a year during which nothing fur- 
ther transpired. The oil company apparently was able to wait in the confident 
assumption that the operator would run out of money before the company did. 


The operator with no income from his station was unable to carry on. 


He had to offer his service station for sale or for lease, and in either case the 
oil company under its agreement had a preferential right to meet any offer. Faced 
with the unhappy choice of bearing the expense of the station and keeping it closed 
for a period of years, or selling to the oil company, the operator accepted the in- 
evitable result and sold to the oil company. 


(3) Contract in Restraint of Trade (England) 
The Harper’s Garage Case 


In England a recent case was tried and appealed through various courts to the 
House of Lords. This dispute was between Esso Petroleum Company Limited and 
Harper’s Garage (Stourport) Limited. Harper’s owned two garages or filling 
stations and contracted with Esso under solus agreements “‘to sell at their garages 
Esso petrol and no other”. Subsequently Harper’s began to sell other gasoline and 
Esso commenced two actions in the courts to prevent it. 
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Esso sought and obtained injunctions restraining Harper’s from buying other 
than from them any motor fuel for resale at these garages. Harper’s appealed to 
the Court of Appeal which set aside the injunction on the ground that “the ties in 
these agreements were in restraint of trade and were unenforcible”. Esso then 
appealed to the House of Lords maintaining that the ties were not in restraint of 
trade, and even if they were, they were valid and enforceable. 


The House of Lords in February 1967 took the view that in the case of both 
garages the ties were in restraint of trade. However, in the case of one garage they 
decided that the ties were reasonable and enforcible, but in the case of the other 
garage they decided the ties were unreasonable and unenforcible. In the first case, 
the Mustow Green Garage, the duration of the solus agreement was for less than 
five years and the House of Lords found that “the tie as arranged for that period 
was reasonable as between the parties”. 


However in the second case of the Corner Garage there was a solus agree- 
ment, a loan agreement, and a mortgage. The solus agreement was in similar terms 
for both garages except that in the second case it was for a period of twenty-one 
years. Esso lent £7,000 to Harper’s and by the loan agreement Harper’s 
agreed to purchase all its requirements of motor fuels from Esso until the loan and 
interest was repaid. Harper’s granted a mortgage to Esso as security for the loan. 
By the mortgage, Harper’s were to pay off the loan by instalments over the twenty- 
one years, they had no right to prepay, and the mortgage contained a covenant to 
purchase motor fuels exclusively from Esso for the duration of the mortgage. Har- 
per’s tendered the unpaid balance of their loan and claimed that Esso had no in- 
terest in refusing to accept repayment except in order to maintain the tie for the 
full twenty-one years. 

Lord Morris in his judgment stated .. . 


“A consideration of the facts and the documents leads me to the view that the solus 
agreement, the loan agreement and the mortgage can be linked together as incidents 
of one transaction and that the intention was that in providing that the mortgage 
should be irredeemable for the period of the tie it should become a support for the 


solus agreement . . . In regard to the period of twenty-one years I consider that 
Esso has failed to show that a period of that length was reasonable in the interests 
of the parties . . . There was an unreasonable restraint of trade and the inclusion of 


it in the mortgage which was made irredeemable for the period went beyond what 
could be justified as the protection of Esso’s interest to secure their loan.” 
Accordingly in the case of the Corner Garage the House of Lords agreed with 
the Court of Appeal that the contract ties were in restraint of trade, and were un- 
enforcible because they were unreasonable. 


(4) No Right to Determine Closing Hours (Alberta) 
(not prohibited by contract) 

Gordon MacGregor was a service station operator in Edmonton, Alberta who 
leased his service station from his oil company. 

MacGregor had better qualifications for success than many new lessee opera- 
tors. He was a licensed mechanic and had about 17 years experience in garages 
and service stations, part of which was in a garage he operated in Saskatchewan. 
He had worked in the station in Edmonton as an employee for a year before he 
commenced to lease it in October of 1961. 

When MacGregor first leased this station it was selling about 112,000 gallons 
per year and operated on a twelve hour basis from 7 a.m. to 7 p.m. 

In 1962 MacGregor applied to the City of Edmonton for and was granted 
Permit 97, entitling him to provide 24 hour service. He states that he did not dis- 
cuss this application with his oil company nor did they suggest it. 

MacGregor gradually increased the sales through the station until it was sell- 
ing approximately 240,000 gallons per year. By objective or comparative standards 
MacGregor appears to have been a better than average service station operator. 

Early in 1963 MacGregor became convinced that he was losing money on 
his night time operations, and reached the decision that he wished to surrender his 
24 hour permit to the City of Edmonton and revert to 12 hour operations. He 


Page 236 Part 5 


mentioned this to his oil company representative and was told that the oil company 
would have serious objections to MacGregor surrendering his permit. He states 
that he was threatened with termination of his lease if he surrendered his 24 hour 
permit. 


MacGregor states he thought he could persuade the oil company to agree with 
surrender of the permit if he could convince it that he was losing money during 
his hours of night operation. 


He accordingly kept records of his sales during the months of April and May 
1963 showing for each day a detailed breakdown of individual items of merchan- 
dise sold between the hours of 12 a.m. and 7 a.m., between the hours of 7 a.m. 
and 7 p.m., and between the hours of 7 p.m. and 12 p.m. 


During April and May of 1963 the breakdown of his sales by these records 
was as follows: 








Dollar Volume Percentage 

Hours of sales of sales 

April 1963 12 am. to 7 am. $ 1,414.43 10% 
ipa.mes tot ¥7 ypim. 8,519.30 60% 

ae pte tOml2 ga:m, 4,301.70 30% 

$ 14,295.43 100% 
Doliar Volume Percentage 

Hours of sales of sales 

May 1963 C28 Om. Ladi, See IPAS ae) 8% 
foe Heat eddave oe ye haa ae SAW) 62.5% 

7 «pan. ‘to.d2--asm. 4,570.90 29.5% 

$15,547.59 100.0% 


Mr. MacGregor pointed out that his night time business during the spring 
when these records were kept was higher than in the winter months, and a majority 
of the business in the period from 7 p.m. to 12 p.m. was done in the first two hours. 
In any case it was quite clear from the financial statements that MacGregor’s ex- 
penses for night operations exceeded his income for the night operations. 


Notwithstanding that MacGregor was losing money on his night operations, 
he was unable to persuade his oil company that it was advisable for him to sur- 
render his 24 hour permit. 


On the 30th of June 1963 MacGregor notified the City of Edmonton that he 
would be closing his station at 7 p.m. daily after July 15th, 1963. 


On the 10th of July 1963 the oil company served Notice of Termination of 
MacGregor’s lease demanding possession of the service station premises on or be- 
fore the 31st of August 1963. 


During the days that followed in the latter part of July and early August Mac- 
Gregor had several discussions with representatives of the oil company. MacGregor 
recorded some of these discussions on tape recordings. 


Transcripts of the tapes indicate that a considerable portion of the recorded 
conversations had to do with the oil company’s desire to keep the station open 24 
hours and the operator’s desire to restrict the hours of the station. The records in- 
dicate that the Notice of Termination was given primarily because of the difference 
between the parties over hours of opening. The records contain exchanges such as 
the following: 

“No, we are not kicking you out. We are asking you to stay on and operate it 24 
hours”, 

“But I can’t economically operate it 24 hours.” 

“Well then, we will find someone who can.” 
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Another exchange is as follows: 
“You won’t accept it unless I do as you say and run it 24 hours.” 


“We are not prepared to relinquish a 24 hour permit in this area. Now do you want 
the Division Manager of . . . oil company to tell you the same thing?” 


Another exchange is as follows: 
“We don’t want to lose you”... “I am sincere when I say that. It’s not going to be 
at the expense of a 24 hour permit that we keep you here”. 


“No it is going to be at the expense of me turning bankruptcy that you can keep 
me here, and that’s what it will be”. 


Another exchange is as follows: 
“So I can’t get any more products?” 


“No oil, no anti-freeze, no gasoline of ours. So this being our premises, our property, 
our equipment, you know the mess you are going to get yourself into as soon as 
you start buying (name of oil company) or somebody else’s to keep the place open.” 


Another exchange is as follows: 
“I'm no lawyer, I don’t know but, as I say I don’t think you can buck our paper, 
our wording as it has been tried before. They’ve had the papers so it must be legal.” 


“We're bucking it, they are robbing me of a business I’m making money on.” 


Another excerpt is as follows: 


“Then all we have to say, and this has been held up in thirty courts in Canada, that 
this station and the operator do not come up to the standards of (name of 
oil company)”. 


MacGregor states he recorded these discussions with representatives from the 
oil company on various dates between July of 1963 and September 3rd. 


The Notice of Lease Termination was effective August 31, 1963. Following 
that date the oil company refused to supply MacGregor with gasoline, etc. 


MacGregor’s solicitor served notice on the oil company that he would sue for 
breach of the dealership agreement or products contract, which had not been can- 
celled at the time of the cancellation of the lease. The oil company resumed de- 
liveries of products but gave notice of termination of the products contract 
effective the end of September. 


After the additional 30 days, the oil company again cut off gasoline deliveries 
but MacGregor refused to give up possession and obtained his gasoline from other 
suppliers. During this period MacGregor reports that six different oil companies 
each refused to sell gasoline to him. 


For a time MacGregor states he obtained gasoline from a bulk dealer at a 
country location and he bought at a price from 4¢ to 6¢ per gallon less than he had 
been paying his oil company. 


In due course the bulk dealer refused to supply MacGregor stating that he 
had been instructed by his oil company not to do so. MacGregor approached 
several gasoline truckers who declined to haul gasoline for him stating they were 
fearful of losing their hauling contracts with oil companies. He finally rented a 
truck from a friend and hauled gasoline himself to keep his pumps supplied. 


The oil company petitioned the Supreme Court of Alberta for an Order of 
possession. The matter was dealt with by the oral judgment of The Honourable 
Mr. Justice W. J. C. Kirby in Chambers at the Court House in Edmonton 
on October 17, 1963. 


It was evident that Mr. Justice Kirby had some sympathy for MacGregor’s 
plight. He stated in part: 


“I do agree with Mr. Miller’s contention that the lessor was in breach of clause (10) 
of the lease,” 
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(Section 10 of the lease provided that the oil company had no right to exercise 
any control over or to direct the conduct or management of the business of the 
operator.) He further stated in his judgment— 

“By the same token I agree that the conduct of the lessor in insisting that the lessee 


operate for 24 hours a day would have entitled the lessee to terminate the lease by 
reason of such conduct;” 


Mr. Justice Kirby further stated: 


“I think from the point of view of the lessee, that he had, it would appear, made a 
considerable investment in this business. I think he made in this respect an improvi- 
dent transaction which I think this is very unfortunate,” 
However, Mr. Justice Kirby granted the application of the oil company for 
possession. He stated 
“It seems to me that the plain meaning of the provisions of clause (2) under the 
lease is that this is a month to month tenancy, which can be terminated by either 
party giving to the other at least 30 days notice, and this was done by the lessor in 
the letter to the lessee dated July 10, 1963.” 
Upon the application of Mr. A. W. Miller, Q.C. representing MacGregor, 
Mr. Justice Kirby granted a stay of his order for possession pending an appeal to 
the Appellate Division. 


MacGregor vacated his station in January 1964. 


MacGregor’s version of his termination was obtained by an interview. He 
was one of a number of former operators who were interviewed during the course 
of our investigation into causes for terminations. 


The Committee attempted to obtain the oil company version of causes for 
termination by requesting it to complete a “Service Station Lease Termination 
Report” in respect of each of its terminations as outlined in oil company question- 
naire 8. The oil company report on the MacGregor termination was not very 
informative, and it did not answer various questions where its opinion was asked. 


To supplement our information, the Committee obtained and read various 
news reports relating to the MacGregor termination and to the subsequent legal 
proceedings, which were published in the Edmonton J ournal, Oil Week, and The 
Financial Post, as well as some of the documents relating to the court proceedings 
including the reasons for judgment of The Honourable Mr. Justice Kirby. 


There were suggestions that the oil company had “other reasons” for terminat- 
ing MacGregor, which may be true. However, the Committee is convinced that the 
real issue in the MacGregor termination was MacGregor’s desire to surrender a 
24 hour permit and restrict the hours of opening of his station. 


Whether it is moral or just for an oil company to threaten termination and to 
exercise its contractual right of termination as a weapon to impose its will on the 
lessee was not an issue before the Court. 


The issue which came before the Court was simply the right given to the oil 
company by its contract to terminate its lease on thirty (30) days notice. The 
Judge found that the oil company exercised its right of termination in the manner 
authorized by its contract. 


MacGregor’s conduct in changing his hours of opening and surrendering his 
24 hour permit was not in breach of any of his numerous contract obligations to 
his oil company. Furthermore, the oil company in attempting to impose its desires 
respecting opening hours was considered by Mr. Justice Kirby to be in breach of 
Clause (10) of its lease, being an interference in the business operations of the 
Lessee. The oil company terminated MacGregor’s lease and put him out of busi- 
ness for doing something that not only was not prohibited by their contracts but 
was expressly permitted by the clause giving the lessee the right to control and 
direct his own business operation. 


There appears to be some justification for the fears so often expressed by 
lessees that they may lose their stations and their businesses unless they observe 
the “suggestions” of their oil companies. 
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(5) No Right to Participate in Trade Association (Quebec) 
(not covered by contract) 


Bernard Roux was a service station dealer in Rosemere, Quebec who leased 
his service station from his oil company. 


He commenced to lease his three bay service station on September 1, 1958, 
after three previous operators had gone out of business at that location. During the 
next nine years he increased his annual gallonage from 165,000 gallons per year 
to approximately 390,000 gallons in 1966. He states he had a $20,000.00 invest- 
ment in equipment and inventory and a staff of eight employees. It was reported 
that in 1962 in a special province wide campaign conducted by his company, he 
was the first station selected for efficiency of operation. By objective standards 
such as years of profitable operation, annual gasoline gallonage sold, etc., he 
appears to have been a more successful service station operator than most. 


On August 27, 1967 Bernard Roux was elected President of the Quebec Gaso- 
line Retailers Fraternity. 


Four days later, on September 1, 1967, he received notice of termination of 
his service station lease. The lease contained a clause providing for termination on 
30 days notice and no reason or explanation was given for the termination. So far 
as Roux was aware there was no reason for termination other than his participa- 
tion in the Quebec Gasoline Retailers Fraternity. 


In the previous year M Baptiste Duchesne, a service station operator in Chi- 
coutimi, had been elected President of the Quebec Gasoline Retailers Fraternity. 
Following his election he had received notice of termination of his lease but upon 
abandoning the presidency he was permitted to continue in business in the station 
which he occupied. 


Roux decided to remain in his station and to resist the proceedings against 
him. 


On October 4, Roux was served with a Writ of Summons requiring him to 
vacate the service station. 


Later the same day the oil company District Manager accompanied by 
a Bailiff, four oil company employees, and the two proposed incoming lessees came 
to the station and attempted to take possession. There were discussions with 
Roux’s lawyer and with the police and the oil company representatives left the 
premises. 


On October 5, while the service station was closed for the night, the District 
Manager of the oil company accompanied by several employees, the prospective 
lessees and a locksmith, returned at approximately 5 a.m., removed the locks, en- 
tered the station, started taking inventory, and removed merchandise from 
the shelves. 


At 6 a.m. on October 5, when an employee of Roux’s arrived to open the 
station he found that his keys did not fit the new locks, and representatives of the 
oil company were in possession of the premises. The employee telephoned Roux 
who in turn telephoned the police station and the police took the persons in the 
station into custody. 


When Roux’s station ran out of gasoline he phoned the bulk plant which nor- 
mally supplied him and confirmed his order with a telegram. He was unable to 
obtain gasoline from the bulk plant which was his normal source of supply. Roux 
obtained gasoline by sending an independent tank truck to another brand name 
outlet of the same company and buying supplies from its pumps. 


On the 6th of October, Jacques Vachon, Roux’s lawyer took steps to oppose 
the eviction. 


Page 240 Part 5 


On the 7th of October, informations were sworn out and Roux’s lawyer had 
criminal charges of breaking and entering laid against the oil company District 
Manager, certain of its employees, a Bailiff, a locksmith, and the two prospective 
new lessees all of whom were arrested and released on bail of $300.00 each. 


On Tuesday October 10th the National Automotive Trades Association of 
Canada passed a resolution as follows: 

“That the National Automotive Trades Association of Canada urgently request the 

Honourable Pierre Elliott Trudeau, Minister of Justice and the Honourable John 

Turner, Registrar General to take immediate action to investigate fully the case of 

the . . . service station operator Bernard Roux of Rosemere, Quebec who was served 

with Notice of Eviction arbitrarily and without stated cause four days after his elec- 


tion as President (August 27, 1967) of the Quebec Association of Service Station 
Operators”. 


On the 16th of October the oil company employees and others against whom 
charges were laid pleaded not guilty and proceedings were adjourned to February 
14th, 1968. 


On the 18th of October Roux’s lawyer argued his case in St. Jerome. 


On the 19th of October the court issued an injunction compelling the com- 
pany to supply Roux with gasoline and related supplies until his application for a 
counter-injunction against the eviction order had been heard. 


On January 16th, 1968 the Superior Court in Quebec found that the oil com- 
pany lease contained a provision empowering the oil company to terminate on 30 
days notice in writing and that it had exercised this right as provided in the lease. 
The judgment was in favor of the oil company. 


This judgment was appealed and the appeal is expected to be heard in 
October 1968. 


The injunction compelling the oil company to supply the operator with gaso- 
line and related supplies remains in effect until the appeal is heard. 


The criminal charges against the oil company employees and others accused 
of breaking and entering the station have been adjourned until after the hearing of 
the appeal. 


There is nothing in the contracts of oil companies which prohibits service 
station operators from participating in the activities of their trade associations. 
However, two different oil companies in two successive years appear to have given 
notice of termination to a lessee, apparently because of his acceptance of office in 
his trade association. 


Many service station operators in Alberta stated to the Committee that they 
were reluctant to belong to or be active in the Automotive Retailers Association 
because their oil company disapproved, and they feared the possible consequences. 


(6) Collection of Debt from Former Operator 


In some industries the cost of recruiting and training a new man are set up on 
the books as a charge against his future earnings. If the man does not become suc- 
cessfully established and leaves the business the industry writes off its losses in try- 
ing to establish him and does not try to collect them from the recruit who failed to 
measure up. 


An illustration of this is the life insurance industry where hundreds or thou- 
sands of dollars may be advanced to a new agent as a charge against commissions 
to be earned in the future. If he becomes successfully established the advances are 
recovered from his commissions on sales. If he doesn’t become successfully establi- 
shed the insurance company writes off the loss as an expense of recruiting and train- 
ing and doesn’t attempt to recover it from such an agent. 
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By contrast a former service station operator was recruited by an oil company 
and put in a station where his predecessors had failed and where his successors sub- 
sequently failed. He spent his life’s savings of approximately $9,000.00 in attempt- 
ing to become established in the service station business, his drawings from the 
service station business were a fraction of the salary he had received in jobs where 
he had previously been employed and after 16 months of trying he abandoned the 
business practically penniless and owing a debt to the oil company. 


Seven years later at the time of our interviews with this former operator, he is 
an old age pensioner, an invalid, and unemployable by reason of his age and health. 
His 64 year old wife has found it necessary to go back to work on a full time basis 
to help support herself and her husband. In these circumstances, they are still being 
worried and hounded for collection of the debt owing to the oil company which 
they incurred in a vain effort to keep open an uneconomic service station which has 
had a multiple termination history. 


The oil company bears some responsibility both for the existence of this debt 
and for the tragic circumstances in which this family now finds itself. 


The former operator Mr. A was a welder by trade and he has excellent letters 
of recommendation from a number of former employers over the years testifying 
to his satisfactory work as a welder, as a layout man for welding, and as a welding 
inspector. The letters indicate he performed his duties “in a most capable and com- 
mendable manner” and that he “proved to be a highly productive and conscientious 
worker”. One letter stated “we do not hesitate to give Mr. (A) our highest recom- 
mendation as an outstanding man in the welding trade and can assure you that he 
brings a wealth of experience with him, and would prove invaluable to any company 
with whom he accepted a position.” He enjoyed good salaries from his various em- 
ployers, earning as high as $1,100.00 per month in one place. At age 60 he con- 
sidered he could no longer stand the work, the hours, and the travelling required to 
be a pipeline welder so he decided to look for something else. At that time, he said 
he and his wife had never owed a dollar to anybody and he produced a bank book 
showing they had several thousand dollars in the bank. 


The oil company which recruited him put him into a service station with very 
low gallonage where previous operators had failed to become successfully establi- 
shed. Mr. (A) had no previous experience in employing people or in operating a 
business. He had a lifetime of experience in being an employee and doing as his 
employer instructed. 


He states that he stocked and operated the service station in accordance with 
the oil company instructions. He invested a large part of his savings in buying gaso- 
line, stock-in-trade, tools and equipment from the oil company to operate the ser- 
vice station. He worked hard and gradually increased the volume from a very low 
level to a higher than average level. He won a prize from the oil company for the 
quality of housekeeping and cleanliness on the station. 


His station was open 12 hours per day under the Edmonton by-law and he was 
personally present all of the time his station was open. He did not wish to become 
a 24 hour station but the oil company urged him to do so. With the extra staff re- 
quired for 24 hour operation he was afraid he might lose money but the oil com- 
pany’s sales representative assured him that the company would assist if things didn’t 
work out. Against his better judgment he went on a 24 hour basis and began losing 
money. Most days he worked in the station from 7 a.m. until midnight. Mr. A 
stated to the Committee 


“My business was killed by the costs of being open 24 hours. You work pretty hard 
when you are over 60 and see your life savings slipping away.” 


He wanted to give up the 24 hour permit and revert to 12 hour operation, but 
the oil company’s sales representative urged him to continue to give the business a 
chance to build up. To buy gasoline and to pay wages to his employees and other 
overhead, he had to keep dipping into his savings until the entire $9,000.00 was 
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gone. Not only had he lost his entire savings, but he had worked 17 hours per day 
for months at a fraction of the wage he had been accustomed to earn. He was accus- 
tomed to taking instructions from an employer, and as he regarded the oil company 
as an expert in the business he had done things in the manner they suggested or 
recommended and followed their instructions as far as possible, while at the same 
time fully acquainting them with his difficulties. When he terminated they bought 
back his equipment and tools at greatly depreciated prices over what he had origin- 
ally paid to the oil company, and he wound up owing the company money for gaso- 
line and other products supplied. 


It is obvious that the operator obtained little if any benefit from investing his 
life’s savings and 16 months of hard work. The oil company obtained much more 
obvious benefits because its brand name station was kept open in accordance with 
its desires 24 hours a day and sold an increasing volume of its products on which 
it made a profit. Mr. A’s $9,000.00 of savings and thousands of hours of his work 
were contributed to assist in the keeping open of this station. 


Unlike the insurance company which writes off the residual loss from attempt- 
ing to recruit and train an unsuccessful agent, the oil company has continued its 
efforts to collect the debt owing by the operator to the company when his business 
finally failed. A year and a half after his termination, a letter to him from the oil 
company’s Edmonton solicitors read in part as follows: 

“I have now authority to make a substantial reduction in this account for cash. If and 
when you are in a position to take advantage of this reduction would you get in touch 
with me and we will negotiate terms.” 
Mr. A. moved to British Columbia to obtain employment with a former employer. 
He received a letter from the oil company’s Victoria solicitors reading in part as 
follows: 
“I am not going to be put off by your refusal to comply with my request of November 


Sth, that you telephone me so that I may arrange to see you about the above men- 
tioned matter. 


Failing some element of cooperation on your part, you are soon going to find your- 
self served with a writ issued out of the Supreme Court of British Columbia. I suggest, 
therefore, that you telephone me immediately upon receipt of this letter.” 


The debt was turned over to a collection agency for collection and Mr. A. received 
a letter dated November 19, 1963 from the collection agency reading in part as 
follows: 

“Garnishee proceedings will be recommended against you at your employment within 

seven days unless payment is in this office on or before that date. This is absolutely 

final so govern your actions accordingly.” 

Mr. A stated to the Committee 
“I kept paying as long as I was working.” 


However, he had to quit working due to a series of serious illnesses, He underwent 
an operation for a bleeding artery which kept him away from work for some months. 
Shortly after his return to work he became ill with emphysema and 
pneumonia which was followed by a stroke leaving his left side partly paralyzed. 
He was operated on for a blood clot to relieve the paralysis and subsequently ex- 
perienced a heart attack. He has been unable to work for three years and due to 
the serious nature of his illness his wife kept from him anything that was likely to 
worry or upset him. 


She herself obtained full time employment as a saleslady at a wage of $180.00 
per month to help pay medical bills and living expenses. Mr. and Mrs. A bought a 
small house, the payments on which are being met out of her earnings and her hus- 
band’s old age pension. It was their intention to acquire it in her name because of 
the possible legal proceedings against her husband for his debt to the oil company. 
Through a misunderstanding the property was acquired in their joint names. When 
the solicitor took steps to correct this, he found that in the meantime a judgment 
for the debt to the oil company had been entered against the husband and the result- 
ing writ was an encumbrance on the land. 
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The Writ of Summons for the amount of the oil company claim was served on 
Mr. A. on the 11th of May 1966. He was ill, unemployed, and unable to retain a 
lawyer to represent him. Judgment was entered in default of appearance. 


Accordingly seven years after the former operator terminated, the 64 year old 
wife is attempting to raise money by way of mortgage on her little house which is 
not yet paid for to pay the debt owing by her invalid husband to the oil company. 


Mr. A is the Operator described in Table 89 which shows the history of this 
particular multiple termination station. The next five operators who followed Mr. A 
each stayed in business for less than a year and each lost money. Mr. A’s main mis- 
take was trying too long and too hard to keep this station open for the sale of its 
brand name products to the public. It seems to the Committee that the oil company 
should forgive this fault. 


However, this gigantic oil company with its tremendous resources has merci- 
lessly pursued the unfortunate operator for several years to enforce its legal rights 
to collect every penny that it can. The oil company knows from the subsequent his- 
tory of this particular station that it is an uneconomic location. The oil company 
should recognize that some part of the fault for trying to keep this uneconomic loca- 
tion operating is theirs, but they have shown no inclination to abandon their claims 
against this helpless unfortunate family whose principal fault was to do as the oil 
company requested. 


(7) The Atmosphere of Distrust, and Enforcement by Threats 


It was constantly amazing to the Committee how much hostility and distrust 
service station operators felt for their oil companies, even in the case of new opera- 
tors who had relatively little experience with the company. Something about the 
way the operator is ordinarily treated by the oil company or by its sales representa- 
tive seems to sow the seeds of suspicion or doubt respecting the intentions or good 
faith of the oil company in its dealings. 


The first encounter or confrontation usually does not lead to an outright break 
where contracts are enforced to the limit, but the operator’s actions make it clear 
that he doesn’t trust the oil company and is afraid of what it will do unless he pro- 
tects himself. His action displays his lack of faith in the oil company and the oil 
company’s reaction appears to justify his fears. This kind of situation is illustrated 
by an interview with an operator in an Alberta city taken from our files. 


When “X” was considering leasing a station, the oil company representative 
verbally offered the inducement of its guaranteed income plan. “X” understood this 
to guarantee him an income of $500.00 per month whether or not the sales from 
the station were sufficient to produce this income. He accordingly moved into the 
station at the first of the month, but did not receive any written commitment relat- 
ing to the guaranteed income. At the end of the first month he withheld his rent be- 
cause of his growing concern over the oil company’s failure to provide this com- 
mitment. 


Accordingly the sales representative accompanied by the District Supervisor 
called on the operator to discuss his refusal to pay his first month’s rent. He con- 
firmed his intention of withholding the rent until he received written notification that 
he was placed on the guaranteed income plan. The District Supervisor assured the 
operator that he was on the plan, but it would take time to have it set up and con- 
firmed. 


When the operator indicated he intended to withhold his rent until that time, 
the oil company representatives advised him that he would not receive any gasoline 
until his rent was paid. 


The operator was requested to measure the gasoline left in his tanks and he 
did so, accompanied by the sales representative. He gave the sales representative an 
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incorrect reading, leading him to believe there was considerably less gasoline than 
there actually was. The District Supervisor and the sales representative left the sta- 
tion, under the impression that the gasoline wouldn’t last the week-end. 


After the week-end the operator phoned the oil company bulk plant to tell them 
he was out of gasoline (although he still had a supply left in his tanks). He made 
up a sign for one pump reading— “Sorry for the inconvenience. No (brand-name) 
left. (Name of oil company) refuses to deliver. For further particulars phone (name 
of oil company)”. 


The operator arranged with a friend to park his car a short distance away but 
within sight of the station. 


When the oil company sales representative arrived as expected, the operator 
attached the sign to the pump. The operator’s friend then drove up to the pumps, 
read the sign and drove away. When the sales representative saw this happen he told 
the operator that he couldn’t post such a sign. The operator replied that everything 
on the sign was true and that if he didn’t get his gasoline he was going to telephone 
the daily newspaper. 


The sales representative left and returned with the District Supervisor and they 
again asked for the rent. The operator again refused to pay the rent until he received 
the written verification of the guaranteed income plan. At this point he was told that 
he had broken his lease for non-payment of the rent and that his lease was termina- 
ted immediately unless the rent was paid. 


The operator requested a short time to check his stock. He estimated roughly 
that there was enough stock left to enable him to recover his initial investment in 
the event of his termination. When the sales representative and the District Super- 
visor realized that the operator was prepared to give up the station they renewed 
their discussions. 


In the end the operator received the written verification relating to the 
guaranteed income plan, he then paid the rent he had withheld, and the oil com- 
pany resumed its gasoline deliveries. 


No matter what action or omission of the oil company gave rise to his first 
doubts, his suspicions about how the oil company would act were confirmed, when 
within less than two months of his commencement to operate the station, he was 
faced with threats that his gasoline supply would be cut off and that his lease would 
be terminated. 


Strained relationships of this nature appear to be commonplace, although they 
are neither healthy nor happy. Very considerable numbers of operators have had 
personal experiences of this sort, so they are both suspicious of the intentions of the 
oil company and fearful of the possible consequences of disagreement, of which they 
are acutely aware. 


The Sales Representative, with both sales functions and supervisory functions, 
is the main point of contact between the oil company and its operators. The sales 
representative has extensive power to influence the day to day operations as well as 
the future and security of an operator with whom he deals. Some inexperienced 
sales representatives may not use good judgment or exercise discretion in weilding 
the powers delegated to them by the oil company. In their desires to meet their sales 
quotas they may offer inducements or threaten sanctions which might not have the 
approval of their oil company and which may not truly mirror its policies. 


This may account in some measure for the attitude of service station operators, 
but the feeling of lack of security and the deep seated distrust that most operators 
feel for the oil companies is so widespread that it cannot be fully accounted for by 
the actions of a few inexperienced sales representatives. 


In the opinion of the Committee the attitude of the operators is the result of 
oil company contracts and the methods customarily used to enforce them. 
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PART 6 


THE ECONOMICS OF SERVICE STATION OPERATIONS 


CHAPTER 21. COSTS AND PROFITS OF DIVISIONS OF 
SERVICE STATION BUSINESS 


(1) Three Divisions of Service Station Business 

The business conducted by a service station can be classified broadly into 
three general divisions which differ greatly in profitability. 

The three divisions of the service station business are: 


(a) the gasoline sales division; 
(b) the merchandise sales division; and 
(c) the repair division. 


The mark-up on gasoline is approximately 8c on a gallon which sells for 40c 
which is a mark-up of 20%. The mark-up on merchandise such as tires, batteries, 
fan belts, air cleaners and other items offered for sale varies from item to item, 
ranging from a low of about 10% to a high of about 35%, but averages approx- 
imately 20%. The mark-up on repair parts similarly varies from item to item 
within a range of from 10% to 45%, but would average out roughly to around 
20% to 22%. Accordingly the mark-ups on the items sold by each of the three 
divisions is roughly similar. 

Labor accounts for the main difference in profitability between the three 
divisions. 

In the gasoline division there is no direct charge to the motorist for the services 
of the pump attendant so the entire cost of the gasoline labor has to be deducted 
from the profit on gasoline sales. 


In the repair division on the other hand there is a direct charge to the customer 
for repair labor. The mark-up on repair labor is usually about 100%. Accordingly 
in the repair division the service station operator gets a 20% mark-up on parts 
which is not reduced by any labor cost, and in addition he gets a 100% mark-up 
on the repair labor. The operator’s profit in the repair division consists of his full 
mark-up on parts plus his full mark-up on the repair labor. 


The merchandise sales division of a service station’s business in profitability 
lies somewhere between gasoline sales on the one hand and repair on the other. 
Across the counter sales of merchandise which the customer carries away, or sales 
of merchandise such as air cleaners for which no specific labor charge for installa- 
tion is paid by the customer, are similar to gasoline sales in that the profit resulting 
from the mark-up on the merchandise has to be reduced by the cost of the sales 
labor. In the case of merchandise sold which has to be installed such as new bat- 
teries, new tires, fan belts, and other accessories there are cases where there is a 
specific charge for installation labor, in addition to the cost of the merchandise. 
This installation labor is sometimes charged to the customer below cost, sometimes 
at approximate cost, and sometimes above cost. The service station operator re- 
covers from the customer part or all of the cost of installation labor and sometimes 
a profit on installation labor. Accordingly in the merchandise sales division the 
service station operator’s profit from the mark-up of merchandise is reduced by the 
cost of sales labor not charged to the customer and by the cost of installation labor 
which is not charged to the customer, but it is increased by installation labor 
which is charged out to the customer at a profit. 


For the service station operator his rate of profit is: 

(a) lowest in the gasoline sales division; 

(b) higher in the merchandise sales division; and 

(c) highest in the repair division. 

In Part 3 where we classified service stations by the nature of their business 
opportunity different classifications of service stations had different sales ratios ap- 
proximately as follows: 
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Gasoline Other 


Class of Service Station Sales Sales 
Highway service stations ...... ; maar beat sch: ry amsates 90% 10% 
Urban highway stations ................... LMA. APRNS.. mE aa 
Urban arterial stations ................ WNT ATS. ORI: 70 30 
Urban neighborhood stations ........................ ec ae mee 65 35 


In the above classification “other sales” include both merchandise sales and 
the sales of the repair division. 

Generally service stations have a high volume of gasoline sales on which 
there is a low rate of profit and they have a lower volume of other sales on which 
there is a higher rate of profit. Although the rate of profitability of the repair 
division greatly exceeds that of the merchandise sales division, the two are usually 
lumped together in the records of most service stations under the classification 
of “other sales”. 

Generally the cost of all labor is also lumped together, which obscures the 
high cost of labor used to dispense gasoline, and doesn’t reveal the profitability of 
labor used for repair. 

This is illustrated by an article published by Texaco for its dealers which 
read as follows: 


“ANALYZING YOUR BUSINESS NEEDS 

It’s easier to make a profit if you know in advance what your business needs are 

— and then operating to meet those needs. Let’s say you have a 20,000-gallon (per 

month) station. You can make an advance estimate of your requirements in a few 

simple steps like these: ; 

1. Figure your monthly Overhead Expenses (employee’s wages, station supplies, 
rent, etc.) and add in your own salary and any monthly payments on notes. Let’s 
call this your Monthly Pay Out and say it comes to $2,884. 

2. Next, figure the Profit Revenue on ycur 20,000-gallon Gasoline Sales. At a 
profit margin of 6c per gallon, this would come to $1,200. 

3. Subtract the Gasoline Profit ($1,200) from the Monthly Pay Out ($2,884), 
leaving a deficit of $1,684. 

In other words, you have to make an additional $1,684 to BREAK EVEN. 
The additional profit revenue to do this must come from Other Sales: motor 
oil, TBA, lubrication, labour and miscellaneous. 

4. The profit margins on Other Sales average about 50% (from about 20% on 
tires to 100% on labour). So, to eliminate the $1,684 deficit, you need $3,368 
in Other Sales to BREAK EVEN. (50% profit margin on $3,368 in Other Sales 
brings in $1,684 Profit Revenue.) 

5. To make a good Net Profit, you need to do a well-balanced selling job in Other 
Sales. For a 20,000-gallon station, monthly Sales Objectives can be set up like 





these: 
Monthly Daily 
Item Sales Sales 
Motor Oil ........... Me $ 520.00 $17.42 
Tires & Tubes ....... 960.00 32.00 
Batteries 5. Boe So 168.00 5.60 
ACCESSOFIES PAU Ath ty. “i ; Vie 1,080.00 36.00 
Eibrication ¥c5.8vcs. eet : 195.00 6.45 
Labour & Service ..... . 1,232.00 41.00 
Gear Oils & ATF and Misc. 345.00 11.50 
TOTAL A isse tS ey 2 dn a 054.5 0000 $149.97 


Note that the Monthly Sales of these items come to $4,500 which is $1,132 above 
the sales ($3,368) needed to BREAK EVEN. At 50% profit margin on the $1,132, 
this gives a Net Profit of $566. 

Here’s the whole idea boiled down into a short formula: 

Monthly Overhead Expenses, Dealer 


Salary and Payments on Notes ...... iQ AR. OF yO pee $2,884 
Profit; Revenue fromaGasolme Sales: co. 2. eee toes 1,200 
Deficit to be made up by Profit Revenue 

from Other. Sales. ...<:...:. peeves SOtes See, BA ee ee 1,684 
Multiply by 2) to find Other Sales toe oss ota eee x 2 
BREAK. BUVEIN 2 esc acte tapes ae ire th de tae ne Ree $3,368 


Net Profit: 50% of Other Sales above $3,368. 


Note that the Objectives of Monthly Sales by items is broken down into Daily 
Sales. This lets you see what you need to sell daily. Then every day you can check 
what you actually sell against what you should sell — and put special selling effort 
behind any items that are too low.” 
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(2) Profit Comparisons between Divisions, after labor 


As a general rule service station operators do not calculate or compare the 
profitability of the three main divisions of their business. 


It would be quite easy for them to do so and would probably lead to an 
increase in their revenues. 


One of the most important costs to allocate between the three divisions is 
the cost of labor. 


In a large outlet where there are mechanics who do nothing but repair work 
and pump attendants who do nothing but dispense gasoline it is easy to determine 
and allocate labor costs. 


In smaller outlets where an employee divides his time as required between 
selling gas, selling merchandise, or performing repairs, it is necessary to similarly 
divide and allocate the labor cost of that employee. 


However, in respect of each employee the operator can usually estimate with 
reasonable accuracy what proportion of the time of that employee is spent in the 
four main activities namely — gasoline sales, merchandise sales, repair labor, and 
in administration and miscellaneous duties. The employee’s time spent in each 
activity can be multiplied by his hourly rate to determine the portion of his labor 
to be charged to each of the divisions of the service station business. 


Several operators made such estimates and calculations in answer to question 
101 to 106 inclusive of the service station questionnaire. 

The Committee is satisfied from numerous interviews with operators and 
from examining the books and financial statements of such operators that they 
can make such estimates of time and allocations of cost with reasonable accuracy. 

The allocation of labor costs made by the operators of several stations in 
Edmonton and Calgary, is shown in table 35. 








Table 35. 
Allocation of Labor Costs® (including operator) 
Sales Petroleum Merchandise Repair Admin. & Misc. 
Gallonage Ratio Labor Labor Labor Labor 
181,410 78% /22% WSs $ 620 Smeoe241 aie 
147,203 51%/49% 6,968 2,018 7,368 1,638 
169,346 66% /34% 2,926 796 4,689 1,797 
221,000 70% /30% 9,434 2,831 4,683 3,013 
147,842 63% /37% 4,293 2,182 9,454 905 
152,847 65% /35% 2,034 827 6,949 Lil 
173,000 70% /30% 9,198 2,083 5,241 3,433 
203,600 56% /44% 6,796 Sey? 12,547 5,080 
203,625 75% 125% 8,495 1,982 A382 2,992 
152,749 73% /27% 9,245 940 2,484 1,700 
260,740 81%/19% 6,835 3,068 4,100 1,368 
177,700 66% /34% 7,508 e747) 4,818 2,636 
183,855 71%/29% 9,150 480 4,300 1,770 
168,900 67 % /33% 7,610 3,223 3,700 4,033 
175,000 61% /39% 5,220 1,911 6,870 2,622) 
259,000 78% /22% 9,533 1,969 4,541 3,015 
162,870 710% /30% 8,672 770 3,670 1,742 
233,100 60% /40% 10,892 1,290 5,140 6,500 
Bese OU, $132,372 $34,309 $100,027 $46,229 
187,433 68% /32% 42.3% 11.0% 32.0% 14.7% 
Woe gill Woe loveye Ghake iterates Goyer eye oe $312,938 
PAV ELAS Cala DOTECOSta Pel eS tatlO [seer aeee are ane ee aie ante eee me MR naire nue ees NO es $ 17,385» 
(a) Question 102 — Service Station Questionnaires. 


(b) For a 200,000 gallon station see: Actual Economic Model. Tables 41 and 42. 


Labor costs in a service station vary from station to station depending on 
such variables as volume of business, type of business and sales ratios, number of 
employees, and hourly rates actually paid. 


The Committee in its calculations was desirous of using realistic figures and 
we sought information from various sources. 
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CHART 33 


PROFIT COMPARISON 
(After labor Without Allocation of Overhead) 
BETWEEN DIVISIONS OF SERVICE STATION BUSINESS 


BASED ON $10.00 SALES OF PETROLEUM PRODUCTS, MERCHANDISE AND REPAIR PARTS 


PETROLEUM PRODUCTS DIVISION 


SALE OF PETROLEUM 












TOTAL SALES PROFIT 

$10.00 + NIL ion 
RR $8.00 Sooo + ff 907 ‘ 

PRODUCTS roan “3 
MERCHANDISE DIVISION 

SALE OF MERCHANDISE SALE OF LABOR TOTAL SALES PROFIT 

$10.00 + $0.50 2 $10.50 
SORE T IO POO $1.50 
Ss $8.002359 “ $1.00 = EESk se 00 so 
COST OF MERCHANDISE COST OF LABOR TOTAL COSTS 

REPAIR DIVISION 

SALE OF PARTS SALE OF LABOR TOTAL SALES PROFIT 

$10.00 + = $20.00 
eM 7:@: = ee xX VA LALLA $7.54 
Ee $800 S54 + = BSsissiz se. SSS 





COST OF PARTS COST OF LABOR TOTAL COSTS 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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CHART 34 


PROFIT COMPARISON 
(After labor Without Allocation of Overhead) 
BETWEEN DIVISIONS OF SERVICE STATION BUSINESS 


BASED ON EQUAL TOTAL SALES IN EACH DIVISION 


PETROLEUM PRODUCTS DIVISION 





SALE OF PETROLEUM 
PRODUCTS SALE OF LABOR TOTAL SALES PROFIT 


$10.00 









+ 
= 
i 
" 


$10.00 












Serene + Joon - PSSawe a 
Sota eee COST OF LABOR TOTAL COSTS 
MERCHANDISE DIVISION. 

SALE OF MERCHANDISE SALE OF LABOR TOTAL SALES PROFIT 

+ $0.50 = 

+ $1.00 = akg 
COST OF MERCHANDISE COST OF LABOR TOTAL COSTS 

REPAIR DIVISION 

SALE OF PARTS SALE OF LABOR TOTAL SALES PROFIT 

+ = 

_ a $3.77 
COST OF PARTS COST OF LABOR TOTAL COSTS 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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In eight stations owned and operated by oil companies 

(a) the average salary of the operator was $5,285.00; 

(b) the average salary of the mechanic was $5,015.00; and 

(c) the average wage cost for all pump attendants was $11,063.00. 
The Committee interviewed the lessee operators of 18 stations in Ed- 

monton and Calgary and examined their financial statements 

(a) the average earnings of the operators was $5,593.00; 

(b) the average wage cost for all other employees was $11,792.00 (including 
the mechanic). 


In these outlets the average labor cost per station of $17,385.00 including the op- 
erator was allocated. 


(a) 42.3% — petroleum sales labor 

(b) 11.0% — merchandise sales labor 

(c) 32.0% — repair labor 

(d) 14.7% — administrative and miscellaneous labor. 

Wages and hours were checked in a group of approximately 30 stations in 


Edmonton and Calgary. As a general rule all full time employees worked 44 hours 
per week. The average wages paid in these stations were approximately as follows— 


(a) the mechanic .... A, ee sooner ee) Dete DOUT 
(b) the apprentice mechanic . cba Socu aalidrtvone © ee a CRITE 
(c) lube rack and tire repair - ..... $1.50 per hour; 
(d) full time pump attendants og seciucnnuaw errr ree Phe ty sre Vilslt 
(e) part time pump attendants 15st NOt Oe SE cates $1.25 per hour. 


(3) Costs of Gasoline Sales 


Gasoline sales usually constitute a large percentage of the total sales of any 
service station. However, the Committee interviewed numerous service station 
operators and examined their books and found that after deducting the cost of 
gasoline and the cost of labor to dispense the gasoline there was little if anything 
left to pay for all the other overhead costs. The overhead costs such as utilities, 
rent, maintenance, accounting, etc., were necessarily incurred to enable the sale 
of gasoline and some portion of them has to be charged to gasoline sales. No matter 
what method of allocation was used the Committee found in the case of many 
service stations that they were losing money on every gallon of gasoline they sold. 
Profits from other divisions of the service station business or profits from other 
businesses in which the service station operator was engaged were used to cover 
the losses on gasoline and to keep the outlet open for gasoline sales. 


If a pump attendant is paid $1.50 per hour his time costs 214¢ per minute. 


Approx. 
If the pump attendant Labor Cost Labor Cost 
serves one customer: per Customer per Gallon 
Every 5 minutes I2’%c 1%c 
Every 10 minutes 25086 oc 
Every 25 minutes 62%c Disc 


If the average purchase is 7 gallons per customer and the station has a mark- 
up of 8 cents per gallon it earns 56 cents per customer. 


Small variations in cars per hour or time spent by pump attendants waiting 
for gasoline sales may be the difference between profit and loss. 
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Gasoline Volume 
Gasoline Earnings 
Cost of Gasoline Labour 
Assumptions:— 


(GD) ARTS [OREM POE OUST oo asec vena sonanananseyenee voresenuunWnesemanlee. 6 or 7 Gallons 


(D)BSeLVvIcemstatione y Carma ten eithe Geek crt min s.. cei o's 5: een et eka eaea 300 days 

(C)ESeLvicemstatione NOUTS amen ee reer sere ey. et ech hese is emp ane 12 hrs. per day 

(Gl) ANTES GSAMCS SUT, DABVARSIY cas, cucoicce- ech aaascuronnocsondeateobuen lane 8c per Gallon 

Average Customers Customers Approx. 

Annual Purchase per per Customers 
Gallonage per Customer year day per hour 
100,000 O8O0taJaGal. 15,000 50 4 or 5 
150,000 6 or 7 Gal. 22,500 1h) 6 
200,000 6 or 7 Gal. 30,000 100 8 
250,000 6 or 7 Gal. 37,500 123 10; ore 


Gross Gasoline Earnings 


Annual Per Per Per 

Gallonage Year Day Hour 
100,000 $ 8,000 $26 or $27 $ 2.20 
150,000 $12,000 $40 $ 3.30 
200,000 $16,000 $53 or $54 $ 4.50 
250,000 $20,000 $66 or $67 $10.40 


If the actual wages paid per hour to all persons for the hours actually spent 
in selling gasoline, when averaged, exceeds the gross gasoline earnings per hour 
then the service station is losing money on its gasoline sales. 


The Committee found that 62% of retail outlets interviewed lost money on 
gasoline sales. The calculations were based on actual gallonage sold, actual wages 
paid, and actual mark-ups used, overhead being allocated by profit after labor 
(Table 44). 
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Gasoline Volume Required to Pay Cost of Gasoline Labor 


Assumptions:— 

(a) “Average purchase per’ customers... ose re eee ee 7 Gals 
(b) Average jService Station imark-np eee $ .08 per Gal. 
(c) Hourly wage of pump attendant ................ ROS rent Lpaa  Oyo 9 $1.50 per hour 
(d) Hourly wage of mechanic ......................... J ae UO k ee SS $2.50 per hour 
(e) ‘Service*Station’ hours’ 2°). 2 eae Se A eres Oe ee 12 hrs per day 
(f) Service station year: 

$2 Sundays 

13 Holidays 

65 days closed 300 days open 


To pay one pump attendant on duty a wage of $1.50 per hour costs 


Wages Payable 


Full Time Part Time Total 
Man Man Wage Cost 
Per hour a3 468.222: soe ee . $ 1.50 + = 1,00 
Per:$ hoursshiit 2 so. Re 12.00 + = 12.00 
Per 12‘hour day"™e ts see oe 12.00 + 6.00 18.00 
Peme00 day year, |. wah fo 3,600.00 + 1,800.00 = 5,400.00 
Station earns per customer = 7 Gals. @ 8c per Gal. = 56c 





The gasoline sales volume required to pay the wage cost of one pump attendant is 


Approx. Approx. 
No. of Gal. per Total Mark-up Station 


Customers Customer Gals. per Gal. Earns 
Per hour Sheeeetanchiet nat 2 Or ok al eo i fe. eee — gh Wee e2 
Per’ Shir? Shift} sees ee sex) 150 x 0,08 == 12.00 
Per l2 hradayice oa Sax. 22) X OOS == 18.00 
Per 300"day *yeartr 9,645 x 7 = 67,500 x 0.08 = $5,400.00 
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CHART 35 


THE GROSS PROFIT ON 67,500 GALLONS OF GASOLINE IS REQUIRED 
TO PAY THE ANNUAL COST OF A PUMP ATTENDANT 


$1.50 PER HOUR 





67,500 GALLONS PER YEAR 





THERE ARE 1840 GASOLINE OUTLETS IN ALBERTA 
WHICH SELL LESS THAN 67,500 GALLONS PER YEAR. 
THIS 1S ALMOST 60% OF ALL OUTLETS 
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If the mechanic leaves his service bay to help on the pumps during busy 
hours his wage is higher than the pump attendant’s, so more gas has to be sold to 
recover the cost of his time at the pumps. If the mechanic is paid $2.50 per hour, 
the gasoline sales volume required to pay his wage is:— 


Approx. Approx. 
No. of Gal. per Total Mark-up Station 
Customers Customer Gals. Per Gal. Earns 


Per hour a 4or5 x 7 == 32> x 0.08) = $2.56 
The operator normally charges a 100% mark-up on the mechanic’s time. 


If the mechanic produces as much revenue from his time at the pumps as he pro- 
duces in his service bay, namely $5.00 per hour, he would have to sell 





Hourly 
Revenue 
Approx. Approx. Mark-up Total Produced 
No. of Gal. per Total per Station by 
Customers Customer Gals. Gal. Earns Mechanic 
Per Hour 35 Xx 7 = 63 x 0.08 $5.04 $5.00 


If the mechanic is interrupted from doing repairs to go to the pumps, it takes 
him longer to service a car than the pump attendant who is at the pumps and has 
no other duty. Accordingly, the operator is lucky if the mechanic pumps enough 
gas per hour to earn the amount of the mechanic’s wages. 


However, if the mechanic had continued to work on repair for that hour the 
operator could charge the repair customer $5.00 per hour for the mechanic’s 
time, half of which would cover the mechanic’s wage and the balance would be 
profit to the operator. The operator usually loses $2.50 per hour profit on the 
mechanic’s time for the time his mechanic leaves repair work to help on the pumps. 
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CHART 36 


GASOLINE VOLUME REQUIRED 


TO PAY THE PUMP 
ATTENDANT’S WAGE 
AT $1.50 PER HOUR 





TO PAY MECHANICS WAGES 
AT $2.50 PER HOUR 





TO PRODUCE THE SAME REVENUE 
AS THAT PRODUCED BY A MECHANIC 
WORKING ON REPAIRS 
AT $5.00 PER HOUR 





63 GALLONS PER HOUR 
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Table 36. 
Average Cost of Selling a Gallon of Gasoline in Cents 
(Overhead Allocated by Dollar Volume of Sales) 


Owned 
All Service Leased Owned Leased Outlets Highway 
Outlets Stations S:9: S.S. S.S. City Rural 5:53 
Method A 9.32c 8.62c 8.49c 9.0Sc 8.71c 8.81c 8.46c 
Method B eee 8.16c 8.14c 8.39c 8.23c 7.98c TITE 
No. of Replies 320 176 128 47 90 25 14 


Source: Service Station Questionnaires, Question 100 to 106. 


Method A — Average of cost per gallon figures for each station in category. 
Method B — Total cost of gasoline sales for all stations in category compared with total 


gallonage sold by all stations in category. 
The formula used for calculating the cost of selling a gallon of gasoline was: 


gasoline labor + gasoline percentage of overhead 
gasoline gallonage sold 





— c per gal. 


Gasoline Labor is the labor cost for gasoline sales, being that portion of each em- 
ployee’s salary paid for the time he actually spends dispensing gasoline. 


Gasoline Overhead, is a percentage of the total overhead expense corresponding 
to the percentage that gasoline sales in dollars is of total sales in dollars of all 
items including gasoline, T.B.A., and repairs. Overhead includes rent or deprecia- 
tion, utilities, labor for administration and clean-up and maintenance, and other 
service station expenses. 


The total labour cost incurred in selling gasoline was added to a percentage 
of the overhead. This percentage of overhead was calculated on the basis of the 
dollar volume of gasoline sales to all sales. The total cost was then divided by 
the total gallonage sold for the year. This gives a cost in cents per gallon and is 
the cost to pump one gallon of gasoline. 


(4) Profit on T.B.A. 


The average T.B.A. mark-up of approximately 20% is reduced by various 
items of expense which differ from one item of merchandise to another. 


The gross profit on merchandise is the amount by which the sale price exceeds 
the cost of the merchandise. In every case this gross profit is reduced 


(a) by the cost of the sales labor involved in selling the merchandise; and 


(b) by a share of the overhead cost incurred to enable the sale of 
merchandise. 


If the merchandise sold requires installation on the customer’s vehicle, the 
gross profit on the sale is still further reduced by the cost of the installation labor 
and incidental overhead costs. 


In a service station tires are frequently one of the items accounting for a 
substantial proportion of the volume of merchandise sales. 


In the outlets of one brand there is a mark-up or commission on tire sales 
of 10%, and if in the course of a year a designated volume of sales is reached 
there is a further 8% volume bonus. 


Tires are a competitive item of merchandise, and to make sales the service 
station operator frequently gives competitive discounts. Some service station oper- 
ators pay their employees a commission for each tire sold which encourages them 
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to look for customers who need new tires. The motorist who buys tires usually 
wants them installed on his vehicle. Many service stations make no charge for 
the removal of old tires and the installation of new ones, and in such cases the 
gross profit on tires has ta be reduced by the cost of the installation labor and 
the incidental overhead. 


Some of the expenses which reduce the gross profit on tires are shown in 
the following illustration of an urban service station selling approximately 500 
tires per year which volume was sufficient to earn the volume bonus of 8% offered 
by the oil company. In this illustration the expenses incurred in connection with 
tire sales are equal to the revenue from tire sales, and the only profit at year end 
was the 8% volume bonus. 








Table 37. 
Profit on T.B.A. 
Tires 
Annual Sales — 500 Tires 
Per Year Per Tire 
Exp. Rev. Exp. Rev. 
PIPES ESOl Merete eee eee enced co Mee Salta cuneate ote $10,500 $21 
GOSERO LM CIES wet eee eos els nccirotnccante $8,500 $17 
Competitiverdiscounts eee ete ee 500 1 
Salesicammissitonsweeeee eee ee. 500 1 
Labor (to remove old & mount new) .................... 500 t 
Overhead (use of bay, hoist, tools, etc.) ................ 500 1 
$10,500 $10,500 $21 $21 
Volume bonus — 8% x $10,500 20... $840 $1.68 


In most service stations sales are broken down to show “gasoline sales” and 
“other sales”. The sales ratios in common use by oil companies similarly express 
the relationship of “gasoline sales” to “other sales’. 


“Other sales”, which include sales of the merchandise division and sales of 
the repair division are clearly more profitable than gasoline sales. 


In the chapter on T.B.A., in the section dealing with dealer profit, tables 
26, 27, 28 and 29 contain sample calculations done by oil companies. In both 
tables 26 and 27 where the sales ratio of gasoline to other sales was 70/30, or 
more than twice as large, the gross profit on “other sales” was greater than the 
gross profit on the much larger volume of gasoline sales. 


In the six stations in these two tables the gross profit on gasoline in each 
case was less than 20%, whereas the gross profit on other sales in each case was 
closer to 50%. 


Accordingly, an increase in other sales of $1,000 produces a profit of close 
to $500 for the operator. It takes an increase in gasoline sales of 6,250 gallons 
or $2,500 to give the operator a similar profit of $500. 


Texaco in its analysis of service station sales as published in the first item 
in the beginning of this chapter concluded that the operator should make a net 
profit of 50% of other sales above the minimum required to break even. 


According to the oil company calculations shown in these tables the effect on 
dealer earnings of small increases in the ratio of other sales to total sales is illus- 
trated in the following charts. 
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CHART 37 


“OTHER SALES” AND DEALER PROFIT 
A SMALL PERCENTAGE INCREASE IN THE RATIO OF ‘OTHER SALES’ 


TO TOTAL SALES PRODUCES A LARGE PERCENTAGE INCREASE 


IN DEALER EARNINGS 
(150,000 GALLON STATIONS) 


DEALER PROFIT 


SALES RATIO 
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BASED ON OIL COMPANY 


CALCULATIONS. 
TABLE 26 


GASOLINE SALES 
“OTHER SALES’ 


> 
(p> 


GASOLINE MARKETING ENQUIRY RECORDS 


SOURCE: 


Table 38. 
“Other Sales” and Dealer Profit 


(Three stations each with gasoline sales of 150,000 gallons) 


(Refer to Table 26) 


35% 
$ 8,300 


$32,300 


30% 
$ 7,200 


$25,700 


25% 
$ 6,300 


it is to be noted that this requires increases in 
dollar volume of other sales of the following magnitude $20,000 


Percentage of other sales to total sales ...... 
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Dealer net earnings 


However, 
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CHART 38 


“OTHER SALES” AND DEALER PROFIT 


A SMALL PERCENTAGE INCREASE IN THE RATIO OF ‘OTHER SALES’ 
TO TOTAL SALES PRODUCES A LARGE PERCENTAGE INCREASE 


IN DEALER EARNINGS 
(250,000 GALLON STATIONS) 


SAL ES RATIO 


SY 
— 


SY 


SA 
SS 


GASOLINE SALES 


CALCULATIONS. 


; TABLE 27 
‘OTHER SALES 


VV 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
Table 39. 
“Other Sales” and Dealer Profit 


(Three stations each with gasoline sales of 250,000 
(Refer to Table 27) 


Percentage of other sales to total sales 


Wrealer net Carrings) e esse ce cacc tance eres seavaen ceo easet a teenceneccsetaces soreaencsaes 
However it is to be noted that this requires increases in 


dollar volume of other sales of the following magnitude $33,330 
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DEALER PROFIT 


<< 
BSO825 


BASED ON OIL COMPANY 


gallons) 


30% 
$ 9,700 


$42,850 


35 % 
$11,040 


$53,850 
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sales of the following magnitude 


Table 40. 
“Other Sales” and Dealer Profit 


(Two stations each with gasoline sales of 150,000 gallons) 
(Refer to Tables 28 and 29) 


Percentage of otherm’sales: to: total! Sales rccsaacc wcrc ep cr cree a reece geen eeeeer eee 15% 30% 
Dealer net CarMiNgS «..cccccsccecsccsceeceecccascacdeass one <tge eee a tenaseey eee eee meme ene aeeeetae nee atisn ann 6a smacevneeasee $ 6,900 $ 9,500 
However it is to be noted that this requires increases in dollar volume of other 

$11,000 $26,800 


CHART 39 


“OTHER SALES” AND DEALER PROFIT 


A SMALL PERCENTAGE INCREASE IN THE RATIO OF ‘OTHER SALES’ 
TOTAL SALES PRODUCES A LARGE PERCENTAGE INCREASE 
IN DEALER EARNINGS 
(150,000 GALLON STATIONS) 


DEALER PROFIT 


SALES RATIO 





RSCG 
SSR 





GASOLINE SALES 
BASED ON OIL COMPANY 


CALCULATIONS 


TABLES 28 AND 29 
‘OTHER SALES’ 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 


A small percentage increase in “other sales” produces a large percentage 
increase in dealer earnings. However the small percentage increase in other sales 
represents a large increase in dollar volume. 
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(5) Profit on Repair Division 


To obtain a true understanding of the profitability of the repair division of 
a particular service station, you need to know the volume of repair parts sold. 
The records of most service stations do not separate T.B.A. and other merchandise 
from repair parts, although this could be readily provided for. However, in any 
service station if you take a good sized sample of the invoices to customers for 
repair work done, it can be determined on the average with reasonable accuracy 
what percentage of total billing is for repair labor and what percentage is for repair 
parts. Station records usually record labor sales, virtually all of which is repair 
labor. Knowing the amount of labor sold, and the average ratio of repair labor 
to repair parts, this will enable the operator to calculate the profitability of his 
repair division as distinct from the profitability and costs of his merchandise sales 
division. 

The operator’s books and records would be of much more practical use to 
him if they provided such information and would help him to operate at a profit. 


As sales of repair parts are not recorded separately from sales of other mer- 
chandise in most service stations, and as the Committee was desirous of having 
some index to measure the volume of parts sold by service stations, selected urban 
stations made available to the Committee copies of large numbers of their repair 
invoices. 


The ratio of repair labor to repair parts varied widely from invoice to invoice, 
but on the average repair labor accounted for approximately 49% of the amounts 
invoiced and repair parts accounted for 51%. The results from different stations 
were remarkably similar. 


As a rough rule-of-thumb it accordingly appears that the invoices of the re- 
pair division of a service station will be 50% repair labor and 50% repair parts. 
In a service station where sales of repair labor amount to $10,000 it can be ex- 
pected that sales of repair parts will be approximately the same amount. 


In the repair division the 20% average mark-up on parts is not reduced by 
any labor cost. The repair labor of the mechanic is sold at a 100% profit. Gross 
profits on sales of repair labor and repair parts are reduced only by the repair 
division’s appropriate share of overhead costs. 


It is clearly the most profitable division of a service station’s business. 


(6) Overhead Costs 


In addition to the labor cost which can be allocated to each division of the 
service station business, each division must also bear an appropriate share of the 
other costs. 


There are a large number of other costs such as heat, light, power, telephone, 
service truck or vehicle, maintenance, accounting, advertising, licenses, allowances 
for bad debts, stationery and office supplies, occupancy costs (either rent paid to 
owner or depreciation and taxes), laundry, administrative and maintenance labor 
not allocated to any division, etc. We will refer to these numerous expenses as 
overhead. Generally these overhead costs can’t be allocated with accuracy to any 
particular division of the service station business. Some arbitrary method of alloca- 
tion is accordingly necessary. 


One method of allocating overhead is to charge it to each division in propor- 
tion to that division’s total dollar volume of sales. 


Another possible method of allocating overhead would be by distributing 
it in proportion to the profit of each division after deducting from the total sales 
the cost of the merchandise sold and the cost of the labor to sell or dispense the 
merchandise. 


The Committee did calculations using both methods and contrasted the 
results. 


Both calculations were done for each of the model service stations illustrating 
service station costs and revenues shown in charts 43 to 46. 
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(7) Profit Per Man Hour 
Pump Attendant (Gasoline Sales Division) 


6,customers .buyyJ gals. each le SOG sates nt. hen eed ee 

Cost of Gasoline,42, gals, (@ 93 200s 2, cee ese pet eee $13.44 
Cost of Pump Attendant, Labor i. .325 cece gel detest eee 1.50 
Share Of “Overhead oct. chert eee Oe aes eee Lol 
Total’ cost of gasoline’ salesi4 77% 211 UR oe ee, oe $16.85 


Net Loss on gasoline sales 


Mechanic (Repair Division) 


RGD gir Pats, SOG esta. hee te El ark pei ca ee eee 

Cost of Repair Parte nes pA ttt iiuek etal), tae dace Rate $4.00 
Profit on repair parts 

Repair’ Cabortsoid (ks ae Rae cee cere ee, ee 

Cost of Repair: Labor. ..i)..cctcrn.censiececs ae 2.50 
Profit on repair labor 

GrOss Prot Or Kengir’ DIVISION oe ees eu ee 

Repair Division share ol Overhead (0 eee 1.14 
Net Profit of Repair Division 

Profit per man hour, —— repair division soa .0sgoe, i oan ee 

Deduct loss per man hour — gasoline sales division ........................... 
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$16.80 


$16.85 
($0.05) 


$5.00 
4.00 


1.00 
5.00 
2.50 
2.50 
3.50 
1.14 
$2.36 
$2.36 
(0.05) 
$2.31 
Part 6 


CHART 40 


PROFIT PER MAN HOUR 


PUMP ATTENDANT 





GASOLINE SALES PER HOUR 42 gals $16.80 


NET LOSS PER HOUR (5¢) 
MECHANIC 





REPAIR SALES PER HOUR $10.00 


NET PROFIT PER HOUR $2.36 
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(8) Cars Per Hour 


The Observation Research Corporation, of New York City did a nation wide 
survey of the buying patterns of service station customers, on behalf of the Coca- 
Cola Company and four leading oil companies. The survey found that the average 
station serves about ten cars an hour (statistically 9.9). 


The downtown stations together averaged nine cars per hour. Residential 
and highway stations averaged ten cars per hour. 


Stations pumping the most gallons served more cars per hour (rather than 
more gallons per car). 


On week days, Monday “hrough Friday, there is a slow gradual increase 
in traffic and in cars per hour served by the average service station. On Mondays 
the average was five cars per hour, on Tuesdays, Wednesdays and Thursdays the 
average was six cars per hour and on Fridays the average was seven cars per 
hour. On the week end the business of the station takes a startling jump. 


Saturdays averaged fourteen cars per hour and Sundays averaged fifteen cars 
per hour. Almost as many cars are served on the week end as in all other days 
put together. 


Our Committee from its observations in Alberta concluded that an efficient 
pump attendant who is constantly busy can handle a maximum of approximately 
twelve customers per hour. If he is only serving from five to seven customers 
per hour from Monday through Friday he has considerable waiting time and the 
cost of his labor per gallon served is high. 


CARS PER HOUR 
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CHART 41 


AVERAGE NUMBER OF CARS PER HOUR 


U.S. SERVICE STATIONS 


(12 HOUR STATIONS) 
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If on the week end fourteen to fifteen cars per hour require service one pump 
attendant is unable to cope with the volume of customers and requires the assist- 
ance of employees with other duties, or an additional pump attendant is required 
on a part time basis, who works only on the busy days or during the peak hours. 


It appears that the buying patterns of Alberta motorists correspond closely 
with the general North American pattern. 


However, it would appear that many Alberta stations serve fewer cars per 
hour than the U.S. average. For instance, 59% of Edmonton gasoline outlets and 
54% of Calgary gasoline outlets sell less than 150,000 gallons per year. The 
following table and chart dealing with cars per hour and station gasoline volume 
indicate that four cars per hour produce 150,000 gallons annually in stations with 
unrestricted hours and six cars per hour on the average will produce 150,000 
gallons in a station operating under a municipal closing by-law such as the one in 
Edmonton. 
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Cars Per Hour 
Station Gasoline Volume 


Assume average purchase per customer — 7 gals. 
Municipal Closing By-Law 
Station open 12 hours per day, 300 days per year. 
1 car per hour x 7 gals x 12 hours x 300 days equals 25,200 gals. per year 


Average Cars Approximate 
Per Hour Annual Gallonage 
4 100,000 
6 150,000 
8 200,000 
10 250,000 
12 300,000 


Unrestricted Hours 


Station open 15 hours per day, 350 days per year 
1 car per hour x 7 gals. x 15 hours x 350 days equals 36,750 gals. per year 


Average Cars Approximate 
Per Hour Annual Gallonage 


3 110,000 
147,000 
184,000 
220,000 
257,000 
294,000 
367,000 
441,000 


— pe 
NOONAN 
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CHART 42 
CARS PER HOUR 
SERVICE STATION GASOLINE VOLUME 


ANNUAL GASOLINE VOLUME 


MUNICIPAL 

CARS PER HOUR CLOSING UNRESTRICTED 
BY-LAW HOURS 
(GALLONS) ( GALLONS) 

6 Ge Ge Gate Gp Geo Gee 
150,000 220,000 

8 Gime Gap Gro Gap Gp Ge Ge Gee 
200,000 294,000 

10 Ge Ge Gao Goo Ge Gee Go Ge Ge Gee 
250,000 367,000 


2 Ge Ge Gh Gh Gh Ge Ge Gh Gt Ge GG 
300,000 441,000 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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CHAPTER 22. MODELS ILLUSTRATING SERVICE STATION COSTS 
AND REVENUES 


(1) Model Service Stations 


Service station economics can best be illustrated by calculations using realistic 
figures. Comparisons of calculations are made easier by using model hypothetical 
stations with the same gallonage, and the same sales ratios. 


A service station with annual gasoline sales of 200,000 gallons, although 
somewhat above average, is a reasonable gallonage. A sales ratio of 70% gasoline 
to 30% other sales is reasonable for a good urban station. -The service station 
models in the following calculations are based on the above gallonage and sales 
ratio. 


To enable comparison and varification of items of revenue and expense it 
appeared desirable to use four sets of calculations, two based on information ob- 
tained from service station operators, and two based on information obtained 
from oil companies. 

Service station economics are accordingly illustrated by four sets of calcula- 
tions as follows: 


(a) by an “actual economic model” of a service station based on averages 
of actual costs and revenues for the year 1965 of eighteen urban service 
stations in Edmonton and Calgary whose financial statements were ex- 
amined by the Committee; and 


(b) by a “theoretical economic model” of a service station, also based on 
averages of actual costs and revenues, but corrected to show normal 
conditions by removal of abnormalities which distorted actual figures for 
1965, using information obtained from service station questionnaires and 
interviews; and 


(c) by a “hypothetical model” service station based on estimates obtained 
from the oil companies in answer to questionnaire 19; and 


(d) by “oil company actual” service stations using the actual figures from 
14 service stations owned by oil companies and operated by their em- 
ployees using their actual revenues and expenses. 


In the “actual economic model” the actual revenues, labor costs, and other 
expenses of 18 urban stations in Calgary and Edmonton were averaged and these 
figures were used for the model illustrations. However, during the year 1965 
many service stations were on commission consignment for part of the year which 
reduced their normal mark-up on gasoline from 8c a gallon to a commission of 
64%2c a gallon, and which lowered their average income from gasoline sales. 
Similarly the lists of persons employed and the amounts paid to each during the 
year 1965 indicated a considerable turnover of employees many of whom were 
employed for relatively short periods. It was impossible to determine accurately 
the number of persons employed at any given time, but the average wage costs 
appeared higher than many operators thought was theoretically necessary. 


In the “theoretical economic model” the Committee made certain assumptions 
to illustrate a more normal situation than the actual for 1965. For instance, we 
assumed a constant mark-up of 8.lc per gallon on gasoline for the entire year 
which increases the revenue from gasoline sales. The Committee also assumed a 
staff of one operator, one mechanic, one full-time pump attendant, and one half- 
time pump attendant which produced a somewhat lower labor cost than the 
actual average in the 18 stations where so many persons were employed for brief 
periods. 

For the “hypothetical model’, we asked the oil companies to estimate and 
detail the revenues and expenses of a hypothetical 200,000 gallon urban station 
with a 70% /30% sales ratio and the information they provided is shown in tables 
45 to 49. In the “hypothetical model” service station, based on the estimates and 
calculations of each oil company, the total labor cost estimated by each oil com- 
pany has been allocated by the Committee between the three divisions of the 
service station in the same ratios as were used in the “theoretical economic model” 
and the “actual economic model”. 
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Texaco Canada Limited declined to provide the information requested by the 
Committee in questionnaire 19 and its reply read in part as follows: 


“Texaco Canada does not wish to provide specific answers to the five individual ques- 
tions contained in this particular questionnaire.” 


Accordingly Texaco does not appear in the Four Company Comparisons shown in 
Table 45. However, in a circular published by Texaco for its dealers in December 
of 1965 from which we quoted at the beginning of Chapter 21, it gave an analysis 
of a 240,000 gallon station containing many of the items of income and expense we 
had requested for the hypothetical station. We used these figures with minor modifi- 
cations to prepare the Texaco hypothetical station shown in Table 49 which is 
roughly comparable to those of the other companies which provided this 
information. 


In the case of each of the three models, the ‘“‘actual economic model”, the 
“theoretical economic model”, and the “hypothetical model” two alternate methods 
of allocating overhead were used. For each model service station two calculations 
were done to allocate overhead, 


(a) one by dollar volume of sales; and 
(b) the other by profit after labor. 


These calculations enable the “hypothetical model” service station of each 
oil company to be compared item for item with the “actual economic model” 
and with the “theoretical economic model” based on data from service station 
operators. 


The final set of calculations are “oil company actual” service stations being 
stations owned by oil companies and operated by their employees. The three pre- 
vious models were all based on assumed gallonages of 200,000 gallons and a 
sales ratio of gasoline to other sales of 70% /30%. In the “oil company actual” 
calculations, both gallonage and sales ratios vary from station to station. 


In the “oil company actual” the first six stations, each having a gallonage 
less than 200,000 gallons, all show a net annual loss. Of the last eight stations each 
having gallonages in excess of 200,000 gallons, three operated at a loss and the 
remainder showed a profit. 


The oil company experience in their employee operated stations seems to be 
closer in results to the “theoretical model” based on data from service station oper- 
ators, than it is to the “hypothetical model” based on estimates of the oil companies. 
With the exception of the “Esso hypothetical” model which showed a loss on 
gasoline sales in one calculation and only a nominal profit on gasoline sales in 
the other, and a net annual loss for the service station in both calculations, the 
“hypothetical models” of the other companies showed substantial profits from 
gasoline sales and net profits in all “hypothetical” stations. 


Any service station operator can use his own actual items of revenue and 
expense and compare item for item with the “theoretical economic model” and 
the “hypothetical model” for the brand of gasoline he sells and determine how 
much similarity his service station bears to any of these model service stations. 


In the 18 stations used for the actual economic model the projected average 
total labor cost per station was $18,551.00. The operators allocated this total 
cost between the divisions of their service station as follows:— 





% $ 
GasmPuMp el AbOt sents te cette tear, chen Saher aa taut se sees unees 42.3% $ 7,847.00 
Merchandise sales & installation labor ....0..2cc.ccccccccccescedeeesesssseseevees 11.0% 2,041.00 
[ASO INR AWE OOS ascurcnaihe sone ths man dnenaiensecoen esha ncseto SOAA RR IBEE MAMET Me RUBE Sag 32.0% 5,956.00 
Admunistration é) Miscellaneous laborin...c0.e 0.0.5 here. eee nee 14.7% 2,727.00 
TO talel a Ore COSTA aR Reema nr Ro eta Ay ucaed icuyereadoesshs 100.0% $18,551.00 
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In the theoretical economic model the following labor costs were charged 


as the total labor cost per station. 


Qe rat OF tagcat oki cto ee eee $6,000.00 
MECHANIC’. nce cysrccrsen tora ne mares enn eee ete 5,000.00 
125) pump attendants en. eeeree eee ee eee ees ee 5,400.00 
Total thy... VO d itech eta Mes ME en $16,400.00 


These labor costs were then allocated to the divisions of the service station 
business in the same percentages as in the actual economic model as follows:— 


Gas, Pump. labor gaiie icc, eee CR a et Ge ee 42.3% 
Merchandise: sales and. installationtabot... eee eee ee eee 11.0% 
Repair Tabor” “SiG 2.3.) SER LER eee eae, eter ee Se eee es 32.0% 
Administration) &*Miscellaneousylabor <c3.c:5....0:05...210----c2eeece tet 14.7% 
Total “Labor” yccccssscosvescotestaocatatcecsee peer er n oe es ce Tae ORR eee 100.0% 


(2) Actual Economic Model 
Table 41. 
ACTUAL ECONOMIC MODEL* 
(Service Station Questionnaire Data) 
Service Station Overhead Allocated by 
DOLLAR VOLUME OF SALES 


Revenue 

Petroleum Products i: tiene ee ee eee $ 81,356 

Merc hartdlise 20/06 2 ii Bedi ste ics tn aaa. eee 0 eae 17,288 

Repair Parts cesses nem ere tek eee one ee 10,764 

Repair Labor Waa ae. ee ee ee 10,764 
‘Total Revenue, oct aac ere cee eee $120,172 

Petroleum Products 

Petroleum: ;ProductS}Reventies ean. .: reer eee ee 81,356 

Cost ob Petroleume Products. 45.4 ncct eee $67,570 67,570 
GrossUProfit te. 229 seviee eee 13.786 

Costiof Pump) Labor(a) eae eee ee ee oe 7,847 

Allocation of Service Station Overhead(b) ....... 9,272 17,119 
Net Loss From Petroleum Products .... 

Merchandise 

Merchandise’ Revenue acti wres e n e 17,288 

Cost iof Merchandisexi..aces.26 em ee ALE. Steen 13,031 13,031 
Grossi Profittiee: .0ee3- eee 4,257 

Costvof,sales-andisInstallation JLaborgyrseneaeyseerant 2,041. 

Allocation of Service Station Overhead ......................... 1,970 4,011 
Net Profit From Merchandise . 

Repairs 

Repair. Parts}, Revenue). .2f) eres ered dee ee ee 10,764 

‘Cost cof. Repairs Partsiccilen a See taal hie eee ae 8,113 8,113 
Gross Profit — Repair Parts .................. 2,651 

Repair Labor Revenue ...... hes he tte ies ce Fatih De, 10,764 

Cost of: Repairs abori-s «.cacc.5 ah ern eee 5,936 5,936 
Gross Profit — Repair Labor ................ 4,828 
Gross Profit — Parts and Labor ......... 7,479 

Allocation of Service Station Overhead ........................ 2,454 2,454 
NetoProfitFrom@Repairs See nee 
SERVICE STATION PROFIT .............. 


(200,000 Gallon Urban Service Station — 70%/30% Sales Ratio) 


$ 6,937.00 
1,804.00 
5,248.00 
2,411.00 


$16,400.00 


($3,333) 


$246 


$5,025 
$1,938 











* This model is based on the average revenues and costs of 18 urban service stations located in Edmonton 


and Calgary. 
(a) Total Labor Costs: 





Operator’sSalary: 2:5... See ee $ 5,968 
UDOT cater pants aati hat cess ves ae aes Rene ee eee eee 12,583 
MOY Dp, ne ane es eS eC es eee ee $18,551 
(b) Overhead: 

Rent » snttes Scat chs. t oS SS Eee ne $ 3,873 
TOCDPECIATTON! states codttys acca eek eee ea ee 1,055 
Other Expenses Neca Ree cere eee ee 6,041 
Administration, Wabor sanecineeck. ot eee 2,727 

$13,696 
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CHART 43 
ACTUAL ECONOMIC MODEL 


(SERVICE STATION QUESTIONNAIRE DATA) 
SERVICE STATION OVERHEAD ALLOCATED BY 


DOLLAR VOLUME OF SALES 








REVENUE COSTS 
$81,356 $84,689 

















SHARE OF 
OVERHEAD 
$9,272 


PROFIT 
$ % 
PETROLEUM PRODUCTS LOSS ($3,333) (172%) 





GAS PUMP 


aed MERCHANDISE PROFIT $246 13% 
$7,847 REPAIR PROFIT $5,025 259% 
SERVICE STATION PROFIT $1,938 100% 
COST OF 
#4 PETROLEUM 
PRODUCTS 
$67,570 
REVENUE 


$21,528 









REVENUE COSTS 
$17,288 $17,042 


aS $1,970 


COSTS 





COST OF 
MERCHAN- 


















DISE COST OF 
PARTS 
$13,031 $10,764 1 $8,113 
PETROLEUM MERCHANDISE REPAIRS 
PRODUCTS 


S— SHARE OF OVERHEAD 
L — SALES AND INSTALLATION LABOR 

(200,000 GALLON URBAN SERVICE STATION — 70%/30% SALES RATIO) 
SOURCE: GASOLINE MARKETING INQUIRY RECORDS 
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Revenue 


Petroleum Products 
Merchandise 
Repair Parts .. 
Repair Labor 


Petroleum Products 


Table 42. 


ACTUAL ECONOMIC MODEL* 
(Service Station Questionnaire Data) 
Service Station Overhead Allocated by 
PROFIT AFTER LABOR 


Petroleum Products Revenue ............ 


Cost of Petroleum Products ........ Se oe $67,570 
Gross Protit eee Rion. A peeeeest. 

Gostzot: Pump: Vabor(a) ine eee ae £ phhe -ats 7,847 
Profit After Labor . PRA ee PE Nd. on eres 

Allocation of Service Station Overhead(b) ....... 5,203 


Net Profit From Petroleum Products ...... 


Merchandise 

Merchandise Revenue ............. 

Cost of Merchandise 13,031 
Gross: Protit’ 325. 

Cast of Sales andi Installationslbabore eee 2,041 
Profit After Labor ES Pe ene aa 

Allocation of Service Station Overhead ........................... 1,941 
Net Profit From Merchandise .................... 

Repairs 

Repair Parts Revenue sb Sp ee Sin wide he i ee 

Cost: of) Repair"? ar ts tee ree ae 8,113 
Gross Profits = Repalan Carisma ee 

Repair LaborsReventiows. 21. sateen tere 

Costiol Repair, Labora oe eee ee ee 5,936 
Gross Profit — Repair Labor .................. 
Gross bron Parts and Wlabotes wa 

Allocation of Service Station Overhead .........................6.- 6552 


NeteProfit#irom Repaltserswee ee 
SERVICESSTATION PROFIT. .n)...eee 


(200,000 Gallon Urban Service Station — 70%/30% Sales Ratio) 


$ 81,356 
17,988 
10,764 
10,764 


$120,172 


81,356 
67,570 


13,786 


7,847 


5939 
5,203 


17,288 
13,031 


4,257 


2,041 


2,216 
1,941 


10,764 
8,113 


Pn Best 


10,764 
5,936 


4,828 


7,479 


6,552 


$ 736 


$ 275 


$ 927 





$1,938 





* This model is based on the average revenues and costs of 18 urban service stations located in Edmonton 


and Calgary. 


(a) Total Labor Costs: 


(b) Overhead: 
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Operator's: SALA sccccccectk 2 ee Rceetee ent ee Sb eeeteeeasee $ 5,968 
Other 12,583 





RONG, scselientee eter ccntccecwersonn tere a ereaugcenceinesacenitonieeeeo 
Depreciation:  <.ct:scct-ccccsso- 
Other Expenses .............. 
Administration Labor 





$13,696 
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CHART 44 


ACTUAL ECONOMIC MODEL 


(SERVICE STATION QUESTIONNAIRE DATA) 
——$—$$—$ $$ 
SERVICE STATION OVERHEAD ALLOCATED BY 


PROFIT AFTER LABOR 





















REVENUE COSTS PROFIT 
$81,356 $80,620 
so $ % 
SHARE OF 
Pe dette PETROLEUM PRODUCTS PROFIT $ 736 38% 
GAS PUMP MERCHANDISE PROFIT $275 14% 
LABOR REPAIRPROFIT $927 48% 








$7,847 





SERVICE STATION PROFIT $1,938 100% 


COST 
OF 


seq PETROLEUM 
PRODUCTS 








$67,570 








REVENUE COSTS 
$21,528 $20,601 








E REPAIR 4 SHARE OF 
E LABOR 9 OVERHEAD 
$6,552 
REPAIR 
LABOR 
$5,936 


REVENUE COSTS 
$17,288 $17,013 























EREPAIR § 
EPARTS 4 













COST OF 
| PARTS 
p $10,764 J go 113 





a 22 
PETROLEUM MERCHANDISE REPAIRS 
PRODUCTS 


piscriesceceeoed 





S — SHAREOF OVERHEAD 
L — SALES AND INSTALLATION LABOR 

(200,000 GALLONS URBAN SERVICE STATION ~ 70%/30% SALES RATIO) 
SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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(3) Theoretical Economic Model 
Table 43. 


THEORETICAL ECONOMIC MODEL 
(Service Station Questionnaire Data) 
Service Station Overhead Allocated by 
DOLLAR VOLUME OF SALES 


























Revenue 
Petroleum Products 
Premium Gasoline <. ccscciv..cotenseoce ee eee eee $ 29,900 
Regtlar,.Gasoline =: ee ee ee ee 53,200 
BL. sighnas 3a alos aca wd ee VST ES 5,400 
Merchandise 2 ey Fe ere Siac tat ort cee etna et 18,694 
Repair Parts Sicc.c- ccc hee eee ee 11,765 
Repair Labor pi ccna ee oe ee 11,765 
Total Revenue inne $130,724 
Petroleum Products 
Petroleum) ProductssRevente gay. eee nee eee 88,500 
Cost of Gasoline(a)*) Premium mesa ee ie ma. 24,533 
Regalar at. S18 RA. BOERNE sce: 42,440 
Cost) of ,Oil ae See Ee erate ee eS 3,510 70,443 
Gross: Protitw:, Fee. fe ae: 18,057 
Cost. of PumpglWabor(b) ete... tee eee ete ee 6,937 
Allocation of Service Station Overhead(c) ........ s 10,257 17,194 
Net Profit on Petroleum Products ......... ag 
Merchandise 
Merchandise -Revenie seas ate cos acca 18,694 
Cost of Merchandise e352. occie ener ee ea 14,955 14,955 
Gross: Profite: saves eee 3,739 
Cost) of Sales-and. Installation) Labor. eee 1,804 
Allocation of Service Station Overhead ................00.c:000 2,166 3,970 
Net Loss on) Merchandise... ee 
Repairs 
Repair Parts REVemuc messen:.etes neat een eee 11,765 
Cost of RepairePartst a. eeee e eee 9,412 9,412 
Gross, Profit, —— Repair) Parts) ee 2,393 
Repalrseavor REVen Uc ween: ene ce eee 11,765 
Cost of Repair labore ie cnn eet tk tee ee ee 5,248 5,248 
Gross Profit — Repair Labor .................... Gol7 
Gross Profit — Parts and Labor ................ 8,870 
Allocation of Service Station Overhead .................00....00. 2ST 2L 2a, 
INEteProtition, (Repairs Wes ein. eee 
SERVICE’ STATION PROFIT \.....ce 
(a) Margin of 8.1¢ per gallon to dealer. 
(b) Wages: OPENE LORS) coecsccsnesceotaesee $ 6,000 
Mechanie. ncctcicnnc ne 5 
1.5 Pump Attendants 
$16,400 
(¢) (Sérvice Station Overhead: SCAXCRS ssn ence ene $ 1,300 
7% investment return .... 5,250 
Depreciation se. soe ee 2,500 
Insurance 
Licenses tener Chas 6,100 
Miscellaneous 
$15,150 
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$ 863 


($ 231) 


$6,143 
$6,775 
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CHART 45 


THEORETICAL ECONOMIC MODEL 


( SERVICE STATION QUESTIONNAIRE DATA) 
SERVICE STATION OVERHEAD ALLOCATED BY 


REVENUE COSTS DOLLAR VOLUME OF SALES 














$88, 500 $87,637 
PROFIT 
$ % 
OVERHEAD PETROLEUM PRODUCTS PROFIT $863 13% 
$10,257 MERCHANDISE LOSS ($231) (3%) 


GAS PUMP 
LABOR 
$6,937 


REPAIR PROFIT $6,143 90% 














SERVICE STATION PROFIT $6,775 100% 


COST 
OF 


=] PETROLEUM 






PRODUCTS 


$70,443 






REVENUE 
$23,530 





REVENUE COSTS 
$18,694 $18,925 





COSTS 











REVENUE 
= $11,765 3 





COST 
OF 


MERCHAN — 
DISE 


$14,955 









PETROLEUM MERCHANDISE REPAIRS 
PRODUCTS S — SHARE OF OVERHEAD 


L — SALES AND INSTALLATION 
( 200,000 GALLON URBAN SERVICE STATION — 70%/30% SALES RATIO) 


SOURCE: GASOLINE MARKETING INQUIRY RECORDS 
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Table 44. 


THEORETICAL ECONOMIC MODEL 
(Service Station Questionnaire Data) 
Service Station Overhead Allocated by 
PROFIT AFTER LABOR 


Revenue 
Petroleum Products 
Premium Gasoline. ........:... peer ete eee Peer ee $ 29,900 
Resular Gasoline were teenage yee 53,200 
Oilt gain eter: BN enon rtp sen tnt ad ry en 0 a Ln aa 5,400 
Merchandise sacuschcccss coc secnceoo oe PRatio pags othe es es Seine tee eee: Seats 18,694 
Repaity Parts pec tetas toc ceca sans -eeutetrergst eect, resin mene aceretee eet 11,765 
Repair: Labor si..c.cs pert eg te eae ee 11,765 
Total¢Revenue 2... er ee ; $130,724 


Petroleum Products 









































Petroleum Products Revenue ............. s5ggetheteeante : 88,500 
Cost. of Gasodline(a)? Premiumies sees Ree ae $24,533 
Resulan (cai eee OU 
Cost of -OUle rec See oF EAE ee eee ee ceee ere 3,510 70,443 
Gross Profit’. 2e766- Sate eee ee 18,057 
Cost of Pump) Labor(b)ieeacceeacee tee nee ae 6,937 6,937 
Profit After” Lavor 4c. eee 11,120 
Allocation of Service Station Overhead(c) .......... 7,684 7,684 
Net Profit on Petroleum Products .............. $3,436 
Merchandise 
Merchandise Reventieascc tse secs eran cose eee reece 18,694 
Costof Merch amcise see crete erect ate eee eee : 14,955 14,955 
Gross Profit ..... scene ciate Ao Sane eee meee Sea /sie, 
Cost of Sales and) Installation abonmeen.- meee 1,804 1,804 
Profit After Labor ...... IR Ba PO Oe 12935) 
Allocation of Service Station Overhead .......................... P 1337 1,337 
Net Profit on Merchandise ........................ $ 598 
Repairs 
Repair, PartsuR evenue secre: cece ese een ece oaateeateeess 11,765 
Cost of SParts” a. eee eee rece 9,412 9,412 
Gross, Protit,— Repair Rarts: oi... cece 2353 
Repairg Labor gRevenueie gee cert. cort ee eee co ee 11,765 
Cost of REpalnMlsaDOL 5s, .kebsr sess cedecceers<1e.2 eee ee es cco 5,248 5,248 
Gross Profit — Repair Labor 6,517 
Gross Profit — Parts and Labor .............. 8,870 
Allocation of Service Station Overhead ......................- 6,129 6,129 
Net, Protiteion Repairs aes sce. eee $2,741 
SERVICE SLATION PROFIT Tees... ee $6,775 
(a) Margin of 8.1¢ per gallon to dealer. 
(b) Wages: Operator po ricrcceccersia-.0 $ 6,000 
Mechanile © 2.2. -. one... 5,000 
1.5 Pump Attendants 5,400 
$16,400 
(c) Service Station Overhead: TaxeS | ...........2...cc.-e-neeeceeeeee $ 1,300 
7% investment return .... 5,250 
Depreciation: cecccssesecea<s 2,500 
Utilities 
Licenses: = = lees 6,100 
Miscellaneous 
$15,150 
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CHART 46 


THEORETICAL ECONOMIC MODEL 


(SERVICE STATION QUESTIONNAIRE DATA) 
SERVICE STATION OVERHEAD ALLOCATED BY 


PROFIT AFTER LABOR 


REVENUE COSTS 
$88,500 $85,064 





















Se PROFIT 
SHARE OF 
OVERHEAD $ % 
$7,684 PETROLEUM PRODUCTS PROFIT $3,436 51% 
GAS PUMP MERCHANDISE PROFIT $598 9% 
LABO 
BBOR REPAIRPROFIT $2,741 40% 


$6,937 





SERVICE STATION PROFIT $6,775 100% 


COST OF 
PETROLEUM 
PRODUCTS 
$70,443 


REVENUE 
$23,530 




















REVENUE COSTS 






EPAIR 














$18,694 $18,096 5 S LABOR 4 SHARE OF 
ai 3 *] OVERHEAD 
REVENUE $6,129 


REPAIR 





COST OF 
MERCHAN — 
DISE 


$14,955 







COST OF 







PETROLEUM MERCHANDISE REPAIRS 
PRODUCTS 


§ — SHARE OF OVERHEAD 
L — SALES AND INSTALLATION LABOR 


(200,000 GALLON URBAN SERVICE STATION — 70%/30% SALES RATIO) 
SOURCE: GASOLINE MARKETING RECORDS 
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CHART 47 


SALES vs__ PROFIT 
THEORETICAL ECONOMIC MODEL 
PROFIT AFTER LABOR 








PERCENT OF 

DOLLAR PERCENT 

TY.PEORSACES VOLUME OF PROFIT 
PETROLEUM PRODUCTS 68% 51% 
MERCHANDISE 14% 9% 
REPAIR 18% 40% 
100% 100% 
SALES PROFIT 


_ PETROLEUM 
_ PRODUCTS 


MERCHANDISE 





THE REPAIR DIVISION DOES ONLY 18% OF THE DOLLAR VOLUME 
OF BUSINESS DONE BY THE SERVICE STATION, BUT PRODUCES 
40% OF THE TOTAL PROFIT. 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 


Page 282 Part 6 


CHART 48 


OPERATOR 


‘S. PROFIT 


IN CENTS PER GALLON OF GASOLINE 
ALLOCATION OF OVERHEAD BASED ON 


PROFIT AFTER LABOR 
(Theoretical Economic Model 


) 


8.1¢ 


= 
Ts 
(s) 
a 
ee 
lu 
= 
8 
< 
© 





GASOLINE MARKETING ENQUIRY RECORDS 


SOURCE: 
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(4) Hypothetical Stations 


Table 45. 
(a) Four Company Comparison of Revenue, Expense and Income 
Hypothetical 200,000 Gallon Station with a 70%/30% Sales Ratio 


Estimated Breakdown of Revenue 




































































% of 
Imperial B.A. Royalite Shell Average Sales 
Gasoline 
Gasoline Sales ...... $85,000 $88,000 $86,800 $87,300 $86,775 70.1 % 
Cost of Gas... 69.000 68,200 68,200 69,100 68,625 55.4 % 
Gross Profit 
On Gas eee ..$16,000 $19,800 $18,600 $18,200 $18,150 14.7 % 
Merchandise 
Motor Oils eae $ 5,000 $ 6,280 $ 4,960 $ 5,400 $ 5,410 44 % 
Lubricants 2)... 2,000 2,510 2,480 2,500 2375 1.9 % 
T:B.AY eae 20,000 20,500 21,080 21,200 20,695 16.7 % 
Totals Saltese $27,000 $29,290 $28,520 $29,100 $28,478 23.0 % 
Cost of eee 
Merchandise .......... 19,400 17,160 22,320 19,200 19,520 15.8 % 
Gross Profit ee , 
on Merchandise ...$ 7,600 $12,130 $ 6,200 $ 9,900 $ 8,958 OPI, 
Repair 
Babors sales sae $ 9,000 $ 8,400 $ 8,680 $ 8,100a $ 8,545 6.9 % 
Gross Profit for 
three Divisions ....$32,600 $40,330 $33,480 $36,200 $35,653 28.8 % 
(a) Reported sales of $10,600 allocated between labor and lubricants. 
Hypothetical 200,000 Gallon Station with a 70%/30% Sales Ratio 
Estimated Expenses Breakdown 
% of 
Imperial B.A. Royalite Shell Average Sales 
Labor Cost 
Salaries: 
Operator ........ $ 8,000 $ 8,000 $ 6,500 $ 7,200 $ 7,425 6.0 % 
Mechanic ...... 6,000 6,000 5,400 6,000 5,850 47 % 
Pump/Lube .._ 8,900 9,800 10,140 12,000 10,210 8.2 % 
Total 
Eaborm Costa $22,900 $23,800 $22,040 $25,200 $23,485 19.0 % 
Overhead Costs 
CUES meee eae $ 1,100 $ 1,000 $ 1,500 $ 1,500 SS th 27/5) 1.0 % 
EUTUG Kame eee car 900 600 1,000 900 850 0.7 % 
Maintenance ...... 800 400 500 1,000 675 0.6 % 
Accounting 
Ge MISCha eres 3,700 2,400 2,645 2,700 Qed 2.0 % 
Occupancy Cost.. 3,400 4,800 3,700 1,050 3,238 2.6 % 
Total 
Overhead Costs .. $ 9,900 $ 9,200 $ 9,345 Se 7a 0 $ 8,899 TEE 
Total Labor 
& Overhead ...... $32,800 $33,000 $31,385 $32,350 $32,384 26.2 % 
Page 284 Part 6 


Hypothetical 200,000 Gallon Station with a 70%/30% Sales Ratio 
Estimated Income Statement 











% of 
Imperial B.A. Royalite Shell Average Sales 
Revenue: 
Gasoline .............. $16,000 $19,800 $18,600 $18,200 $18,150 14.7 % 
Merchandise .... 7,600 12,130 6,200 9,900 8,958 Ue. Go 
Repair Labor ... 9,000 8,400 8,680 8,100 8,545 6.9 % 
GrosseeLOllinm $32,600 $40,330 $33,480 $36,200 $35,653 28.8 % 
Expenses: 
Labor Cosise = $22,900 $23,800 $22,040 $25,200 $23,485 19.0 % 
Overhead) ee 9,900 9,200 9,345 7,150 8,899 7.2 % 
otal ae gy. eee $32,800 $33,000 $31,385 $32,350 $32,384 26.2 % 
Net Profit 
(EOss eee ($200) $7,530 $ 2,095 $ 3,850 $ 3,269 2.6 % 











Source: Questionnaire 19, Question 115(c), (d). 


In Table 45, and in Tables 46 to 49 the following mark-ups were used in 
the hypothetical stations:— 


GASOLINE MARK-UPS AT HYPOTHETICAL STATIONS 


Imperial 8.0c 
B.A. 9.9c 
Royalite 9.3¢ 
Shell Dale 


Source: Questionnaire 19, Question 115(d). 


B.A. which assumed the highest mark-up on gasoline and the highest sales of 
motor oils and lubricants, as a result shows the highest profit for petroleum 
products. 


In Table 49X, being the Texaco Hypothetical prepared by the Committee, 
the gasoline mark-up at 6c per gallon is lower, but the volume is 40,000 gallons 
higher, and the lubes sold are three times greater than assumed by any other 
company. These factors produce a higher profit on petroleum products than 
shown in the other hypothetical stations. 
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Table 46. 


(b) ESSO HYPOTHETICAL 
(200,000 Gallon Urban Service Station) 
Service Station Overhead Allocated by 

DOLLAR VOLUME OF SALES 


Revenue 


Petroleum Products 


Gasoline. 5...2 80a. a ee ee ee 
RR cocchccaecteten dura decent eR Re eee ete eee 
Lubes, -siatericis fe Beeler eae ee 
Merchandise: ..2....0) nee yr ene te how 
Repair Parts. $2... PO B reir RU eevestosy i Ne, Oe terse 
Repair’ Dabor A6.9)i).ca ei Rvcntecccn RR en 


Petroleum Products 


Petroleum. Products Reyentie.1..s eee ee eee 


Gost OL, Gasoline sa eeiae eee eee 
Cost Of Oil(a) ie cee cece 


Gost, ofsLibes. seo Se eee ee ee 56. bbe: 


Gross Profit 
Cost of Pump Labor(b) ......... hd eae Wag ed 
Allocation of Service Station Overhead(c) . 


Net Profit on Petroleum Products ........ 


Merchandise 


Merchandise Reventie’ Ouch eet ccc eee ae 
Gost) oft Merchandise tcc se ee ieee ee 


Gross! Prolite. sce ee 


Cost of Sales and Installation Labor 


Allocation of Service Station Overhead ....... ae ae SOR 


Net (lossnonsMerchandise pysen. eee. 


Repairs 
Repait.Parts; Reyenue(d) ganceanre ta eeee eee 


Costiol. Repalin Parts 05. lence cee ee ier enc eee ee 


Gross Profit—Repair Parts ...................00... 
Repair ,Labory. Revenucierwy inry...ceen steerer eee ee ' 
Cost<or Repair Ba DOr iis rew.cemare ase ert eae nen ae rE 


Gross Profit—Repair Labor ...................... 
Gross Profit—Parts and Labor .................. 
Allocation of Service Station Overhead ....................0....... 


Neti Profit ponsRepainsae see ee 
SERVICE SS LATIONS LOSS meee: 
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$69,000 
2925 
100 





9,687 
10,087 





9,006 





2519 
1,206 














$ 85,000 
5,000 
2,000 

11,000 
9,000 
9,000 


$121,000 


92,000 


72,025 


19.975 
19,774 


11,000 
9,006 


1,994 
3129) 


9,000 


7,369 


1,631 
9,000 
Ta2e 


1,672 


3,303 


1,973 


$ 201 


($1,731) 


$1,330 


($ 200) 





Part 6 


ESSO HYPOTHETICAL 
(200,000 Gallon Urban Service Station) 
Service Station Overhead Allocated by 

PROFIT AFTER LABOR 











Revenue 
Petroleum Products 
GAS OLITT See enti RL NI ne aan IOP al Bin GOO Pom, $ 85,000 
FU ene ee nt 1 ash ROR Sia sar oet VACHS OER Ea Ne eeern ede RNP 5,000 
TST CS peer errant rn 207 Shah Ayre pen hd Bosc heh yoko Maes 2,000 
Merchandise Qeyy WAR tc ek. nee sire ek i cee 11,000 
IRE DAIT ML AT (SMM Reon Ms Ha hts no mule dreads Modes ele 9,000 
ARCH ATE mula D Orpen ts ste A Stir MMR RR ce Ti ee en cr 9,000 
PRO PAIEReVenUce et: wert ee enn Menten $121,000 
Petroleum Products 
PetroleummebroductssRevenvicl 2.) yee 92,000 
Costs Of Gasoline merece oe dost LER rtm $69,000 
GostTot. Oil (a) meme eee nee eee ised dye ce nha MIS) 
(COSEZO TE DUDES emcee ete ee ear Pe tie ert ben ats. se k8 fe 10¢ 72,025 
STOSS” POLL aes chs AAs Sek een eens dnc ert AsaAy i VN 19,975 
Cost sor eeump se eabor(b) eee Se en ee 9,687 9.687 
Rrolites tier: saboruee:, noe rare 10,288 
Allocation of Service Station Overhead(c) .......... aR 10,042 10,042 
Net Profit on Petroleum Products ............ $ 246 
Merchandise 
MerchandisemReventic meen ee ee 11,000 
GocteolmVicrchandiscem rt yarn, Seen a 9,006 9,006 
GOLOSSBEXL OL if etree cate arti Wy er ee 1,994 
Coctciesaleswancd sinstallationslaborm a 2,519 2,519 
LPYROWEUE ASME ALBNSYGIP a geacscesanseace vadueereneonseenen (525) 
Allocation of Service Station Overhead ...........ccccccce.. 0 
INemrvosssomeMenchandisemee eee ($ 525) 
Repairs 
Iya TRAVIS: TRE WETIE)) aoa. ciiyoos wannancannincennotoensncancsser all 9,000 
Os PROM PRD ALE P AllStar i ec ies ton aes eae nO 7,369 7,369 
Gross) Profit—Repam Parts)... 1,631 
Repaie baborgReyenticum@e tiene MeNewe 9,000 
CocigotekepaineWabonmmee se T3283 7,328 
Gross Profit—Repair Labor ........0..0.......... 1,672 
Gross) Erofit—_ Parts) and Jtabor ....... ee 3,303 
Allocation of Service Station Overhead ................00.00.... 3,224 3,224 
INGERIEOSSROLIER CD21 ;s aati nn ane ($ 79) 
SERVICE STATION LOSS 4... ($ 200) 


(a) No breakdown of costs given. B.A.’s percentage of costs used. Cost of Merchandise reduced by this 


amount. 


(b) Labor costs include: Operator 





Mechanicr snc ; 

ubes Mani ge 4000 
Pump Attendant ... 3,600 
Part Time Help ...... 1,300 














$22,900 
ComOverneadsincluded shea t ania shit mand, POWeT mee een ee meee are ent ee eee ee $ oe 
UC sp eet as. rte int ROM ed tse WU ea er es saveinisautennedics 

Ma INkeNna nce geese en ce sernt en ere eee ee eT SEE eer 800 
Accounting and Misc. 800 
Occupancy Cost. ...... 3,400 
Advertising? (- 600 
Cleaning (Laundry) 500 
Misc. Shop Expense . 400 
Hospitalization etc. 1,400 
$ 9,900 

Admin. Labor 14.7% 3,366 
TOTAL OVERHEAD $13,266 





(d) Repair parts revenue taken from merchandise on the basis that repair labor revenue is equal to repair 


parts revenue. 


Source: Questionnaire 19, Question 115. 
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Table 47. 


(c) B.A. HYPOTHETICAL 
(200,000 Gallon Service Station) 
Service Station Overhead Allocated by 
DOLLAR VOLUME OF SALES 


Revenue 


Petroleum Products 


Gasoline bd shee eee eee ee 
Oil bi ME ere a oe ee 
Tubes... ee ci a eee 
MerchandiSe.m ce rte eerie eeu Bec aoe 
Repails Parts weemmerc ee sme Bore Steere tehrrear ser ascent’ 
Repair Wabor eeicsceseeectirtes tesa geenecs arene ceereeteearee =e ee 


Total (REVENUG waren eee eee 


Petroleum Products 


Petroleum Products Revenue ...... tal dial SOR AD acai 
Cost of? Gasoline(a) ae eee rc eee . 
Cost'of Oil Mee ae Geer ore eee abt i 9 aber ey 
Cost of* Dubesz atecs cc PE Coe 


Gross’ Protit’ 2acinne te eee 


Costv of PumpeLabor(b)iee ee: 
Allocation of Service Station Overhead(c) co leck 


Net Profit on Petroleum Products ... 


Merchandise 


Merchandise "REVENUE | secret or cea 
Cost of Merchandise(d) ............. Jigtidhicr tei Ee 


Gross Profit:<..%.. ha eee 
Cost of Sales and Installation Labor .......................0:..- 
Allocation of Service Station Overhead ..................... 


Net Profit on Merchandise ................... 


Repairs 


Repar Parts) ee —————— 
Cost!of*Repairgearts sie eie cece ere rece eee ete 


Gross Prfofit—Repair Parts ................... 
Repair’ PabormReventie teri reer acne sere eee 
Gost "of Repair *ltabor macz.2 ee ea 


Gross Profit—Repair Labor ................. 
Gross Profit—Parts and Labor ............. 
Allocation of Service Station Overhead ..................... 


Nef, Protitvon Repalrsiewen seo eee 
SERVICE STATION PROEFIT y2-3--. 
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7,889 





2,618 
£223 





5,477 





7,616 


697, 





$ 88,000 
6,280 
2,510 

12,100 
8,400 
8,400 


$125,690 


96,790 


72,000 


24,790 
19,846 


12,100 
7,889 


4,211 
3,841 


8,400 
5,477 


2.923 


8,400 


7,616 


784 
3,707 


1,697 


$4,944 


$ 370 


$2,010 


$7,324 


Part 6 


B.A. HYPOTHETICAL 
(200,000 Gallon Service Station) 
Service Station Overhead Allocated by 
PROFIT AFTER LABOR 




















Revenue 
Petroleum Products 
ASO LIT C MRE oes oes See ss ec Rac REN HOUR NOT $ 88,000 
(©) is tr Nats ern near ita anes 6,280 
LEGUMES ce del coor Moise BBE IRC UD RRPRO RES He RAGE ER Gre =e Nie MRR ERR RSCP RRR R 2,510 
IIGIREL TRH UTELINS: ory. snenmesonpncaara deter eeerSeo Ree Tonner heme EE AUD RO cere wee 12,100 
JED DIDIUT LP RARE) 2 0 oMhca mua rebnensdce hone esta aanneetact nrtnenpniene aerene er eerve re 8,400 
[GT OYENGe ALAMBXON? Sob Jathranecatec cueaner nsonean haar et cnn Penner rer cre aren 8,400 
MRotalReEVetilles er ose cee encase sucnere $125,690 
Petroleum Products 
Retrolenmil—eenOductse Revenue mesa caen eaters ee 96,790 
GOStEOHE GASOLINE (A) Met ctrmty: Meera Chennai inate $68,200 
GOSU POLE OC) ammeter Te ere incon) ant n falueiurorea eee raat 3,674 
(Crest OE ADATUBLSS <u, 5. nese eet ee mR rr ete nr rt a 126 72,000 
GrosssProtiteese ee er eee ee 24,790 
CoctoteRunipe ADO D) meme ny er ae 10,067 10,067 
RrotiteAtter Weaborerss western tee 14,723 
Allocation of Service Station Overhead(c) ...................... 9,338 9,338 
Net Profit on Petroleum Products ............ $5,385 
Merchandise 
MGTREGHAVONIS: AEASKW SIRES - snenconsarssann seatsereacennsoannosantvennavavoondane 12,100 
Costmorsyierchandise(d) meee eee eee 7,889 7,889 
Grosse PLOLI Gm centre ee oaires Muckecteca ante 4,211 
@octror Salesmandselnstallationacabomes...00 2,618 2,618 
RroliveAtlete [a DORs eure ar rere aoe: 1,593 
Allocation of Service Station Overhead ....................00. 1,010 1,010 
Net Profit on Merchandise ...................0..... $ 583 
Repairs 
Reypemie [Bama TERETE) a pec javacssnctnoessarsagnaaceasdooienaesspesseauoRe 8,400 
GostrOLsRepaikmePartswecee yen cccte aye cede enreanemeeemaeicnea eines 5,477 5,477 
Gross Profit—Repair Parts ....................: 2,923 
Rerarnie Tiglarere TYEE: .cesobesBtiindsanoonubebanamasindapseosasdcaenanossne 8,400 
GOSETO ke ADORE tre ec eh oye Sess cnc emeeene rae aaa 7,616 7,616 
Gross Profit—Repair Labor .................... : 784 
Grosse erott——Partseand slvabor ene 3,707 
Allocation of Service Station Overhead ....................00.: 2,351 2,351 
INEM LOLtONm Re pallsmee mn ttn eet tee $1,356 
SERVICE STATION PROFIT ................ $7,324 


(a) Cost of gasoline based on a mark-up of 9.9c. 
Cost of oil 58.5% of oil revenue. 
Cost of Lubes 5% of Lube Revenue. 


(b 


pe) 


Cost of Labor: Operator 















Mechanic 
Attendant 
Part Time Help 
(c) Service Station Overhead: Heat, Light, and Power $ 1,000 
16 Oy ib Fed | a erty ie aa ee ee een ene Pee Bee 600 
Maintenance sites 400 
Accounting & Misc 2,400 
Occupancy Cost (depreciation & taxes) 4,800 
9,200 
ANobagbhok, APWoroie seeds, 8. PASO ON oer eee seen soe eee eee eee eee 3,499 
$12,699 


(d) Cost of merchandise 65.2% of merchandise revenue. 


(e) Repair parts revenue taken from Merchandise Revenue on the basis that Repair Parts Revenue is equal 
to Repair Labor Revenue. 


Source: Questionnaire 19, Question 115. 
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Table 48. 


(d) ROYALITE HYPOTHETICAL 
(200,000 Gallon Urban Service Station) 
Service Station Overhead Allocated by 

DOLLAR VOLUME OF SALES 


Revenue 
Petroleum Products 
Gasoline. ita ne eee sce evereheetttakad esa eee ; $ 86,800 
0) | pepe esi 4 2. § Sere Crees + oe eNO RL 8! eR A 4,960 
Titibes” ©. eet oo tease cc ere eee eee 2,480 
Merchandise Wri. feo nett ce es cee ee eee ee eae 12,400 
Repair PartS mere cen ee ee ere 8,680 
Repair LADO’ Bester ertccn it cep oe ae eee ee 8,680 
hotals REVenue sees eee ee $124,000 


Petroleum Products 











Petroleum Products Revenue ..................... en key ee 94,240 
Cost.of | Gasolinemer cee $68,200 
Cost (of Oil(ay ewer. ee ee eB alot Boat 2,902 
Cost, Of. PUbes(2 een ene ee a . 124 71,226 
Gross Prolity wepenecr SRpeST aL ona eee 23,014 
Cost ob) Pani eabor()) eee hors 9,323 
Allocation of Service Station Overhead(c) ........0.0............. 9,565 18,888 
Net Profit on Petroleum Products $4,126 
Merchandise 
Merchandiser Reventie ii. c.4 cosccscc ccd eee ee 12,400 
Gost: of Merchandise... eae ee ee 11,349 11,349 
CHLOSSME POLL aera Cogan: 1,051 
Cost of Sales?and Installationi@abor see 2,424 
Allocation of Service Station Overhead ..................000....... 1,258 2,682 
Net Loss*on) Merchandise =... ee ($2,631) 
Repairs 
Repaing PartseRevente(d)imcrnre cov ae eaten eon eee eee 8,680 
Costeof Repains bays evs ne 7,945 7,945 
Gross Profit—Repair Parts 2....0:20en. TE) 
RepairsLaborgReventcn 2 eee eee 8,680 
Cost. of, Repatt Babor* 7. see eee eee en 7,053 7,053 
Gross Profit—Repair Labor <:....:.0.......2... 1,627 
Gross Profit—Parts and Labor ....... Bs een i 2,362 
Allocation of Service Station Overhead .......................... : 1,762 1,762 
INGER Procivnonmk COalcSaena 1. te yan eee $ 600 
SERVICE STATION PROFIT ........... o¥.od $2,095 
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ROYALITE HYPOTHETICAL 
(200,000 Gallon Urban Service Station) 
Service Station Overhead Allocated by 

PROFIT AFTER LABOR 


Revenue 
PetroleumeProductSme er mre te re 
Gasoline eer Rt ctl ene mn Ne ne nse nln Sistryng doce hase e $ 86,800 
COTE wo anacall veseeaaeeiiya? Gee acre Re Ren Ree Ree Ra Pee REE rn 4,960 
TEU DC Sa Meer ee Tn re ee nae tna 2,480 
Mierchiarl disc nanan sett, wet ester rt Rr cre inate tent. 12,400 
IRepaliay Part sme ee nr Neen ee nator ewer eer na 8,680 
Repair Laborer... 1ihloo Neg asStae qaetie pode eee tude vce ae: 8,680 
Geo tala CVETIVG: Must tue gate te enet scomaacenest anes $124,000 
Petroleum Products 
Peale. IPOS LENIN o.coccncocenananasc=ateicesoaranvesooceanne 94,240 
Gostore GrasOline amen Nie seh deen eae $68,200 
Costwote Oil (2) eeereerare NR eee ere ai pe ed te east 2,902 
@osts Of EUDES Ga) piece ee ee ee a es ke 124 71,226 
GTOSSPPLOLIL Seen More oe ceo eee 23,014 
Gosteote Bum pMe AWOL ( D) Mera Me csuhee ae eo ikesccs mecseraeiate: 9,323 9,323 
RrotiteA ters aDOLe ac be ota ceenesen: 13,691 
Allocation of Service Station Overhead(c) ......0.0.0...0......... 10,734 10,734 
Net Profit on Petroleum Products ............ $2,957 
Merchandise 
Merchandisen Revenue sess eee acres eee cee ocont cee 12,400 
osteo te Merchandise water. ccuate soniedts mis caetserinenceetaen 11,349 11,349 
(GEOSS a, POLL PRE Meh co oelinacstseecdeauetatenteuaens 1,051 
Gost, or SalespandelnstallationmleabOGecrra ence 2,424 2,424 
TROSSHEAT LCP a ADO Lament nyc ut ane str catty, eee (1,373) 
Allocation of Service Station Overhead .......................0006. 0 
Net Loss on Merchandise ...............0.cc000 ($1,373) 
Repairs 
Ie pall bakismRevenc(d)ime erm emic et smty ovate eer ance ee 8,680 
osteo epaie Parts sees ere ee eee eee 7,945 7,945 
Gross Profit—Repair Parts ..................... 735 
[Reyoenar? Ue lloyere AR eNmepenule” he 5. costs esse BeLulssbt Loon zap bbnecnaadancaugne dab 8,680 
(CSA oid WA ayy... een en Nate AT eRe nin tech dt. 3 7,053 
Gross’ Profit—Repair Labor .4.....0....04... 1,627 
Gross Profit—Parts and Labor ................ 2,362 
Allocation of Service Station Overhead ....................000. 1,853 1,853 
ING BRON CFR) LRACORTAS «55. cesaisosendsacdnnosescondeee $ 510 
SERVICE STATION PROFIT .................. $2,095 


(a) A breakdown of these costs not given. B.A.’s percentage used to arrive at costs which were then de- 
ducted from cost of Merchandise Sold. 


(b) Labor costs include: Operator 








Mechanic 

Pump Attendant 53 4,320 

Part Time Help ...... 1,500 
$22,040 


(c) Overhead costs include: Heat, Light & Power 
PUCK DRGs eccccecs 
Maintenance _...... 
Accounting & Mi 
Occupancy cost 








ENGIN oe lo DOT Ai Some see lo, OF O ieeser nce aeececescs esses cus varesteceavccserousrucuscvcdve=iessossenee=cs 3,240 
$12,585 








TOTAL OVERHEAD 


(d) Repair parts revenue taken from merchandise revenue on the basis that repair parts revenue is equal 
to repair labor revenue. 


Source: Questionnaire 19, Question 115. 
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Table 49. 
(e) SHELL HYPOTHETICAL 


(200,000 Gallon Urban Service Station) 
Service Station Overhead Allocated by 


DOLLAR VOLUME OF SALES 


Revenue 


Petroleum Products 


Gasoline «EPS shen anette ee eee 
ODT. sci oie evi ee 


Tubes(a) ©, Seetentes sacdecronseseect tects eens er ae 


Merchandise: Wes iii ciceecuatvaecaz conecckeee eeetneres 
Repair’ Parts a scsccseacgpscesctsse oa eeepc ates eee eee eee 
Repair Laborgee cee ee ee 


Petroleum Products 


Peétroleuny Products: Revenuches--.... ee 
Cést ‘of Gasoline seeks es eee ere 


Cost*0£ Oil(b) Meee ere ere 
Cost ‘o£ Lubes) Sno ese eee 


Gross" Profit 464..64254.45e eee 


Gost*of Pump" Labor(@)hn ae ne ee 
Allocation of Service Station Overhead(d) ...... 


Net Profit on Petroleum Products 


Merchandise 


Merchandise Revenue ............... 
Cost of Merchandise ..... 


Gross" Protit er ss co ae 
Gost of Salessand Installation” Baboresesenet eee 
Allocation of Service Station Overhead ................:.0s0:0000 


Net Loss on Merchandise .................00000000 


Repairs 
Repair) Partseice vente () la. neve aera 


Cost of: PartSQ Rise. cones. oc ee eee ee 


Gross? Profit/—— Repair) Parts secrete 
Repair MaborsyRevenue ccr.e see eo 
Cost of Reparmpltabor Jee. ee ee ee 


Gross Profit — Repair Labor .................... 


Gross Profit — Parts and Labor 


Allocation of Service Station Overhead .............. ee 
INete Profitvons Repairs meme ie ees 
SERVICE STATION PROFIT _... 


Page 292 


$69,100 
3,159 


125 


10,660 


8,300 


9,835 


PENT PS 


1,142 


6,081 
8,064 


1,412 


$ 87,300 
5,400 
2,500 

13,100 
8,100 
8,100 


$124,500 


95,200 


72,384 
22,816 


18,960 


13,100 
9,835 


3,265 
3,914 


8,100 
6,081 


2,019 


8,100 
8,064 


36 
2,055 
1,412 


$3,856 


($649) 


$ 643 
$3,850 











Part 6 


SHELL HYPOTHETICAL 
(200,000 Gallon Urban Service Station) 
Service Station Overhead Allocated by 

PROFIT AFTER LABOR 











Revenue 
Petroleum Products 
(Gras OL IC meee tet eR ere teN ernite esas hon Da tundcresdaee awa; $ 87,300 
Oly eth shit Seen Ren, rs Dente he een ,400 
TEU eS (ahaa ret eee rern Reena oct Arnon be tat 2,500 
IN) Rera@l oetaVe lI... doe 7 4 pe csaboadunnebdoanceReatmnneeeur seesnace anesteoeec-eceonee Renee 13,100 
Repaita Cartsgn eee eee eee tee ete renter es Ag RUauee 8,100 
RePatt sa DO Maree tee eae Nee area RPMI AN ea Rone Heat eese te acu 8,100 
POLAR REVenUCH eT ere ee ee ene $124,500 
Petroleum Products 
Remolestinae le LOCUCtS Mm INe Vell Carpet teen eetr entree Ped each 95,200 
Gostiot, Gasoline MMM ree re lage din dean Cetincuactet eras, $69,100 
@OStMO Le O11 (1D) WAM cate ieee Bech HAco sre vaaudias coed dinetaamenet 3,159 
OStRO ba UDCS (0) Mee ee eee es Sane ee 125) 72,384 
(GEOSSMEE O LLG re eee Oe ern ED ea hetycre ny, 22,816 
GosteOk LumipeVabor(c)e 1 eee ete art ake eee ee 10,660 10,660 
RiOkiteeA tenella DOL mem eer ee cee 12,156 
Allocation of Service Station Overhead(d) ................. ne 8,973 8,973 
Net Profit on Petroleum Products ............ $3,183 
Merchandise 
MenchanGisem ReVChUlC mae seeteremtrtt ce arecer rycen seas) 13,100 
CWostwora Merchandiser mmt sta re et morn eee 9,835 9,835 
(GEOSSHEOLI Carrere eee ero rc ern ec orey 3,265 
Gostrotesalesmandeinstallations abonnieren ert Dee, PP 
BiotiteA fterglsabore emer cee eee ee 493 
Allocation of Service Station Overhead ..................0......5 364 364 
Net Profit on Merchandise ............---........ $ 129 
Repairs 
iRyeyseae’ IR REES INERT) conssssasaaso se coonsnesncnseneesaoccessnesaunacca 8,100 
GostOteRePalie ALLS errr er rt ee arn Semen cere eer: 6,081 6,081 
GLOSS Eerotit.—— Repair Parts eer neee 2,019 
Repalte labore RevenUCa yen ene eer ere eee ee eee 8,100 
SOStROL GLA DOL Se Wess ees a es csecaait eRe ap nin een eR 8,064 
Gross Profit — Repair Labor ...................... 36 
GiosseeLout—searisnandeleabor een te 2,054 
Allocation of Service Station Overhead ...........0.......0..0..... 1,516 1,516 
IN@ie TROTTER TRSPEMES. acs srcossasgoonasssecdossonaooe $ 538 
SERVICE STATION PROFIT ................ $3,850 
(a) No breakdown of lubes given. This is an estimate based on other companies. Since lubes were originally 


included in labor and service the figure was reduced by the amount allocated to lubes. 













(b) No cost breakdown given. B.A.’s percentages were applied to give the costs and this was deducted from 
the cost of merchandise sold. 
(c) Labor costs include: Operator _...................- $ 7,200 
IMiech amici esses seee ee 6,000 
Shift Manager .......... 4,500 
Pump Attendant ...... 4,200 
Pump Attendant ...... 3,300 
$25,200 
(aye Overhead a includes:) (HGat mel oiit stil Gib OW Cla cescctcesc cote caccsccerceaeeeseet aepeetcce sas cntucaeaiescucaectevoceesa-se-nesveverseer reve $ 1,500 
PLT C Kpmeeteetecececreesacst teres is 900 
Maintenance 1,000 
Accounting .. 0 
Advertising .. 900 
Tool replacement .. eee 200 
MTVU CP RTA ee ERT TIN Se ME ae cee eee cas a se sexe vere oe ce esata pd te even ce svc saluwsavadeas jesiuere vudk ase tauaanaveuceeusscyes 400 
Shopréeioffice supplies: scarey sc cceco floc ieen- ceue aides eels hansen ve Ges sereebanee saree beeeed 700 
Snow removal: Peedi... eee ss ake eee ha es, eS Re, were ae A 200 
EIVSUP ET CG asap sccssesseevereesdbestensuct seas est at W asec ecu sed sovatsctdeatu~cpvoueaseesececsVedaaesacastovee dcdetverdassveete 300 
OCCUPANCY COSE. cece ceeeecetec oe tae caste sesevedecesus esteoeduces atecesccbeccutececscdencscoesceauictssascuytaceveueoacusvesdee 1,050 
$ 7,150 
AGMnin el ADORE ih Gomis 2a OO accra ecescenstencversedtssvawdsccuessceisreceavcsuscugsdleeivaivecseevcenste Save 3,704 
TE OT Als © Vo HURL iA) meecerseaeeee centers Coen tte cseeearne conte Sena Perens an cae nee Cena pteaboecocseepece $10,854 


(e) Repair parts revenue taken from merchandise on the basis that repair labor revenue is equal to repair 
parts revenue. 


Source: Questionnaire 19, Question 115. 
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Table 49X 


(f) TEXACO HYPOTHETICAL 
(240,000 Gallon Service Station) 


Service Station Overhead Allocated by 


DOLLAR VOLUME OF SALES 


Revenue 


Petroleum Products 


Gasoline(a) MES coc sgn ae ee 
Oil(D). cee OA sec se-rosemat mc aeercrtc nee eee 
Taubes(¢) Sree ccscndu neti ce, re ee 
Merchandise(d) ¢ega.inti odode ee ee 
Repair .Parts(@)" oo cc Sieesasedne ue et eee eee a eee 
Repair abor(e)aee.. cc cote caso ee eee ae 


otal) Reyenue’ te... 
Petroleum Products 


Petroleum Products Revenue .. es. 
Cost ‘of Gasoling (OO P2 Rabe on bis sn 
Cost‘ of Oil) ten errr 


Costof Lubes’) £25 ae a eee ae 


Gross: Profit seeccetetireccleceeencnee 
Gosteof, Pump shabor(s)) eee 
Allocation of Service Station Overhead .... 


Net Profit on Petroleum Products 


Merchandise 


Merchandise Revenue ..................cc0ccc0eeeeeee 


Costeob. Merchandise( hh). sare eee I GGE HE 


Gross” Profit Be ee 
Cost of Merchandise Labor ....... 


Allocation of Service Station Overhead... 


Net Profit on Merchandise ........... 


Repairs 


Repair” PartsaReveniie cee ere 
Cost of Repaig Parts(h) meee eee 


Gross Profit — Repair Parts ..... 


Repair LaboraRevenucey 2.1.99 eee 
Cost of Repairstabor te ee ee 


Gross Profit — Repair Labor ..... 
Gross Profit — Parts and Labor 
Allocation of Service Station Overhead . 


Net Profit on Repairs .. .......... 
SERVICE STATION PROFIT . 
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$86,400 
3,650 


374 


9373 


9,238 


2U 197, 


2,424 


2,137 


5,914 
7,053 


15193 


$100,800 
6,240 
7,480 
26,496 
1392 
Tea o 2, 


$155,800 


$114,520 


90,424 
24,096 


18,561 
$5,535 


$26,496 
21,197 


5,299 
4,561 
$ 738 


$7,392 
5,914 


1,478 
W592 
7,053 


339 
1,817 
iT es} 


$ 624 
$6,897 











Part 6 


TEXACO HYPOTHETICAL 
(240,000 Gallon Service Station) 
Service Station Overhead Allocated by 
PROFIT AFTER LABOUR 


Revenue 
Petroleum Products 
GasOliN Ga sami tr ay Rawr eine thie ia 0g $100,800 
OR te cA ie ee EE, eet, 6,240 
Lubes os. eee eee eee GS Se O 7,480 
Merchandise sperm eine. 2he ne rete eee: Sete te ; 26,496 
Repair Parts ..... BONE reece erat. Si eee SR RNA. prec Beale U2 
Repalte WaAbor mere pnw creer sc CVeaas, Cre i on See niet Use 
otale REVENUC ee =< hon. ak. ee ee $155,800 


Petroleum Products 











Demoletimennacductsm CVI lc manent =a ane at ene $114,520 
GOStEOLs Gras Olin etre Ree ee ce cr cinerea cre sik $86,400 
COstRGEEO 1 ween es cnt wees stowage 3,650 
CGS ta Obs LAlDeSieeeett cs rca eee occa A a cas oven nite 374 90,424 
GTOSSEPIOLt erie... | Ae od BE 24,096 
Cost. of Pump aD OT fe.) Se aan on coon ae 9323 9,323 
ERROR PETE WIPO” ooo. cs uoceoennsoonsencoonounscman 14,773 
Allocatlonmolg@vernead eee tee Meee, Pe, 5! 9,539 9,539 
Net Profit on Petroleum Products .......... $5,234 
Merchandise 
Menchandisce Revenue mee er ern ne en) ee ; 26,496 
Gostrote Merchandise... Oat ec ee ee cee, ALS PBS) 
GLOSSHE TOL geet eet ete ee eee a 5,299 
Gosmot Merchandise, Labor tee... eo ee 2,424 2,424 
Proritges lene la DODaeeen ee eee 2,875 
AllocationgoreOver lend menses memes oa non eer 1,856 1,856 
Net Profit on Merchandise .....................- $1,019 
Repairs 
Repair Parts Revenue sess oe ce $7,392 
CostzoteRepain Parts, © tntresut) pater eos cthee® $5,914 5,914 
GLOSSLPLOL tiene cancer 1,478 
RCpaire lL aADOr ee VCNUG ms Cee an a 7,392 
COSCROLER Ep alte loa DOL meme tect eer akc ae eo ate! 7,053 7,053 
ProfiteAtlterpsabores.. Ata eee 339 
Gross Profit + Profit After Labor. 1,817 
‘Alfocation vot Overhead --.......... eens, fee , iL als} i73 
INCiSP Orit oneivep alt sae eee ee $ 644 
SERVICE STATION PROFIT ................ $6,897 
(a) Gasoline at 42¢ per gallon, 6¢ mark-up. 
(b) See item on Texaco Part 6, Chapter 21, Item 1. 
(c) See item on Texaco Part 6, Chapter 21, Item 1. Lubes and Gear Oils added together. 
(d) See item on Texaco Part 6, Chapter 21, Item 1. T.B.A. items added together. 
(e) See item on Texaco Part 6, Chapter 21, Item 1. Repair parts taken as 50% of Labor and Service. 
(f) B.A.’s cost breakdown of these items was used. 
(g) Royalite’s labor and overhead breakdown used as their total of these items most nearly matched 
Texaco’s total overhead and labor costs. Texaco’s estimated labor cost $22,040, overhead cost $12,568. 
(h) Taken at 20% mark-up. 


Note: The other companies lube sales at their hypothetical stations range between $2,000 and $2,500. 
Texaco’s projected lube sales of almost $7,500 accounts for most of their profit. 


Note: The reply of Texaco Canada Limited to questionnaire 19 read in part: 
“Texaco Canada does not wish to provide specific answers to the five individual questions con- 
tained in this particular questionnaire.’’ 


The data for the Texaco hypothetical station was obtained from a circular published by Texaco for its 
dealers which was quoted in part in Chapter 21, Item (1). 
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(5) Oil Company Owned, Employee Operated Stations 


Gallonage 
Sales Ratio 


Gasoline 


Total 
Cost of Merch. 


Gross Profit 


Repair 
Labor Sales 


Total 
Gross Profit 


Gallonage 
Sales Ratio 


Labor Costs 


Table 50. 


REVENUE 
Oil Company Stations — Employee Operated 
Alberta, 1965 










































































I ll Hl IV 
ee 91-130 99,657 107,200 130,571 
65% /35% 74%/26% 63%/37% 62%/38% 

Breakdown of Revenue: 

edo 3.205 $40,065 $42,938 $52,900 
eS 29570 33,084 35,963 43,835 
eis 3,045 $ 6,981 $ 6,975 $ 9,065 
1,574 Dh eyag | 3,050 3,799 

ae — 85 1,345 — 
5,192 7,992 16371 20,080 

10,568 — — — 
a ond 7g! 10,404 20,766 23,879 
Peel s3 55) 8,053 12,941 20,119 
atk 1,979 od shy | 7,825 3,760 
ae 2,061 3,413 4,488 8,795 
2 AD TAS $12,745 $19,288 $21,620 

EXPENSES 


@peratoren 


Mechanic(s) 
Pump/Lube 


Total Labor 


Overhead Costs 
Utilities 
Truck 

Maintenance .. 


Acctg & Misc. 
Occupancy 


Other Expenses .. 


Total Overhead .. 


Total Labor 
& Overhead 
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Oil Company Stations — Employee Operated 
Alberta, 1965 






































I ll Hl IV 
91,130 99,657 107,200 130,571 
65% /35% 74%/26% 63%/37% 62%/38% 

Breakdown of Expenses: 

$ 3,744 $ 4,980 $ 4,959 $ 4,223 
8,097 4,105 5,079 4,899 
-= 5,201 4,198 12,765 
11,841 14,286 14,236 21,887 
820 1,300 792 3,405 
179 464 512 419 
529 248 444 3,174 
508 i f} 172 Mt fo! 
1,245 6,582 Se (Ale) 6,600 
1,749 2,236 1,385 1,874 
4,830 11,105 7,020 15,747 
$16,671 $25,391 $21,256 $37,634 

















Vv 


182,169 
78% 122% 


$72,502 
60,799 


$11,793 








3,420 




















Vv 
182,169 


78% 122% 


$ 5,085 
4,840 
8,434 


18,359 








937, 
261 
388 
Zia: 
5,832 
2,446 


10,139 








$28,498 








Vi 


187,119 
83%/17% 


$75,703 
625792 


$12,911 





4,101 
9 


TOI3 
873 


12,596 
6,819 


5,777 





2,705 





$21,393 





Vi 


187,119 
83%/17% 


$ 4,971 


12,717 
17,688 








853 


"822 
4,064 
5,702 


11,441 








$29,129 
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Vil Vill IX X Xl XII Xill XIV 
267,395 316,714 3258716 352,826 387,126 405,000 489,962 $08,128 
75% 125% 85%/15% 45%/55% 63%/37% 72%/28% 57%/43% 61%/39% 56%/44% 
$108,284 $127,719 $122,965 $135,744 $153,784 $162,165 $187,352 $192,404 

89,935 105,595 108,959 119,514 PAS) NS) 124,500 iS S/ S30 Uf 169,538 
arses 19 ee Sa 212 ee Sal OOO Nill G23 0M S23. 79 3 em oma 72005 mn 119297/5) 59 22,8606 

133 4,506 3,650 4,305 6,564 9,009 6,151 USO 
1,845 = aah ai 3,840 ae cat a 
20,201 16,568 53,039 24,655 BS 84,213 38,248 39,785 
-= —_ 81,431 51,472 — 4,960 SOLS 106,362 

LIGHTS) 21,074 138,120 80,432 46,336 98,182 101,418 153,738 

17,159 US) 125,834 74,454 25,899 74,178 67,046 141,430 

10,620 7,875 12,286 5-978 20,437 24,004 34,372 12,308 

8,722 646 7,611 Syil3) 12,350 24,402 18,753 4,695 
$577.69 1 oes 0.645835, 905 mon 22072 1 $ 56,580 $ 86,071 $ 73,100 $ 39,869 

Vil Vill IX xX Xl XIl Xill XIV 
267,395 316,714 325,716 352,826 387,126 405,000 489,962 508,128 
75% 125% 85%1/15% 45%/55% 63%/37% 72%/28% 57%/43% 61%/39% 56%/44% 
$ 5,700 $ 3,920 $ 4,368 $ 4,992 $ 7,505 $ 7,800 $ 5,160 $ 4,992 

5,100 — 4,088 -= 5,863 5,700 5,100 5,162 

14,262 13,541 25,010 16,259 18,679 35,460 25,467 19,750 
25,062 17,461 33,466 DL PS) 32,047 48,960 Boe. 29,904 

1,266 1,103 1,152 1,690 1,516 — 765 1,990 

S16) 150 450 380 536 — 1,271 66 
326 39 708 982 620 = 1,436 1,113 
212 329 7 646 2), 1/22 5,600 1,159 679 

5,744 By Bis 4,859 6,330 3,032 12,837 98 6,974 

2,389 B5321 6,305 2,039 4,335 8,217 15,028 1,760 

10,512 8,314 14,451 12,067 12,611 26,654 IS) 7/Si7/ 12,582 
$35,574 $25,775 $47,917 $33,318 $44,658 $75,614 $55,484 $42,486 
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NET PROFIT (LOSS) 
Oil Company Stations — Employee Operated 
Alberta, 1965 




















I Il Il IV Vv VI 

Gallonage ............ 91,130 99,657 107,200 130,571 182,169 187,119 
Sales Ratio ........... 65%/35% 74%/26% 63%/37% 62%/38% 78% /22% 83%/17% 
Revenue 

Gasoline... a $ 3,645 $ 6,981 $ 6,975 $ 9,065 $11,793 $12,911 
Merchandise ........ 1979 25351 7,825 3,760 3,463 BLIGE 
Repair Labor ...... 2,061 3,413 4,488 8,795 5,107 2,705 
Gross Profit ........ 7,685 12,745 19,288 21,620 20,363 21395 
Expenses 

Labor Costs ........ 11,841 14,286 14,236 21,887 18,359 17,688 
Overhead ni... . » 4.830 11,105 7,020 15,747 10,139 11,441 
Total Labor 

and Overhead .... 16,671 Ploy She Ml 21,256 37,634 28,498 29,129 














Net Profit (loss) ($8,986) ($12,646) ($1,968) ($16,014) ($8,135) ($7,736) 














Source: Oil Company Questionnaire 20. 
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Vil VIII IX X XI XII XIII XIV 
267,395 316,714 325,716 352,826 387,126 405,000 489,962 508,128 
T5%o125% 85%/1S% 45%/55% 63%/37% 72%/28% 57%143% 61%/39% 56% /44% 
$18,349 $22,124 $14,006 $16,230 $23,793 $37,665 $19,975 $22,866 

10,620 7,875 12,286 5,978 20,437 24,004 34,372 12,308 

8,722 646 7,611 513 12,350 24,402 18,753 4,695 

37,691 30,645 33,903 LPP 56,580 86,071 73,100 39,869 

25,062 17,461 33,466 21,251 32,047 48,960 95) 1221) 29,904 

10,512 8,314 14,451 12,067 MP SILAL 26,654 I 57 12,582 

35,574 PITS 47,917 33,318 44,658 75,614 55,484 42,486 
Ses bli $ 4,870 ($14,014) ($10,597) Seo 22) $10,457 $17,616 ($2,617) 
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CHAPTER 23. ECONOMIES OF LARGER SCALE IN 
SERVICE STATIONS 


Professor T. Barna, a member of The Monopolies Commission of Great 
Britain stated: 
“The pricing policies pursued by the petrol companies, . . . not only do not lead to 
the lowest costs of distribution but have led to an inefficient system of retail outlets.” 
“That the retailing of petrol is inefficient may be measured both in physical and in 
financial terms. Most stations are under-utilized. Throughput per station or through- 
put per pump is low while the retailers margin per gallon is high.” 
Let us consider two service stations which are identical except for the gal- 
lonage of gasoline pumped. In both service stations the operator: 


(a) pays the same wholesale buying price per gallon; 

(b) has the same mark-up per gallon; 

(c) has the same retail selling price per gallon; and 

(d) pays the same hourly labor rates. 

The only difference is that in one station the pump attendant is kept busy 
by twelve customers per hour, while in the other station the pump attendant was 
not quite so busy, averaging a customer every ten minutes or six customers per 
hour. 

In the busy station the wage cost and the overhead cost would be spread 
over twice as many gallons per hour which would cut these costs per gallon in 
half. Accordingly in the low volume station the operator’s cost of selling gasoline 
per gallon would be higher than in the busy station and the operator’s profit will 
be reduced or eliminated. 

If the employees of an outlet can handle twice as many gallons by utilizing 
their time more efficiently, the labor cost per gallon is cut in half. 

If the gallonage through an outlet can be doubled, using the same physical 
facilities, the capital cost per gallon of gasoline handled is cut in half. 

The principles of these two propositions are demonstrated by two calculations. 

The first calculation shows that wage costs per gallon are substantially less 
if volume is sufficient to employ a full time pump attendant with no other duties. 

The second calculation shows how capital costs per gallon reduce as gallonage 
increases. 

Wage Cost Per Gallon 
(Economies of Larger Scale) 
Assumptions: 

(1) The station is open 18 hours per day. 

(2) At all times there is on duty one full time pump attendant who is paid at a higher 
than average rate of $2.00 per hour. 

(3) The pump attendant on the average takes 5 minutes to service a car and makes 
12 sales per hour, averaging 6 gallons each. 

(4) At all times there is also on duty one employee working on lube rack, tire repair 
and other minor repair, who interrupts his work to act as a pump attendant when 
required and who also is paid $2.00 per hour. 

(5) The employee who has to leave his lubrication or tire repair to go to the pumps, 
service the customer, and return to his service bay, is away 10 minutes from his 
service work each time he sells gasoline to a customer at the pumps. 

(6) The lube and repair employee is called to the pumps 4 times per hour for sales 
averaging 6 gallons each. 


Full time pump attendant 
12 customers per hour X 6 gallons = 72 gallons 
72 gallons 


wage cost per gallon $7.00 pen hole a a $0.0278 per gallon 


Lube and Repair Employee who is interrupted to sell gasoline 





4 customers per hour xX 6 gallons = 24 gallons 

portion of hourly wage cost paid for gasoline sales 
; 40 min. 

4 customers * 10 minutes — COmmAe <x $2.00 — $1.33 
$1.33 per hour 

wage cost per gallon narod spallisntean a $0.0554 per gallon 
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PUMPING COST PER GALLON 


Chapter 23 


CHART 49 


LABOR COST PER GALLON 


REDUCES WITH LARGER VOLUME 


36 72 108 
GALLONS PUMPED PER HOUR 


SOURCE: GASOLINE MARKETING INQUIRY RECORDS 





144 
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Wage cost per gallon 


interrupted repair employee ............... EYER oo ever: $0.0554 per gallon 
full time, pump. attendant See 0.0278 per gallon 
Diffetential -2s.245. siccusus teeter $0.0276 per gallon 





The labor saving by using a full time pump attendant who is always busy is 2%c 
per gallon. 


Capital Cost per Gallon (economies of Larger Scale) 
Additional Assumptions: 


(le Costit of land» 2os:. a: eet een ees eae eee $30,000 
Cost: o£, buildings teh esc aos cata ci nee ae es eR $70,000 
Total Mcosteof sservicesstalion 5 ee ee $100,000 


(2) Cost of capital to oil company 7% per annum. 
(3) Station open 18 hours per day, 365 days per year. 


The outlet sells 150,000 gallons per year 


With low volume the capital investment is not being used to capacity, so 
the cost of capital per gallon sold is high. 

7 X_ $100,000.00 

100 


150,000 gallons = $0.0466 per gallon 





The outlet sells 475,000 gallons per year 


With higher volume, greater use is being made of the capital investment, 
and the cost of capital per gallon sold is lower. 
7  X $100,000.00 


100 
475,000 gallons 





= $0.0147 per gallon 


Capital cost per gallon 


if outlet sells 150,000 gallons = $0.0466 per gallon 
if outlet sells 475,000 gallons = 0.0147 per gallon 


Diterential | a eee $0.0319 per gallon 


Comparison of Per Gallon Costs 
between 
Service Station Selling 150,000 Gallons 
and 


Service Station Selling 475,000 Gallons 
150,000 gals. 475,000 gals. 


Wage cost per, callon scene oon wei ee a Sa $0.0554 $0.0278 
Capitalecosty perbgallon: caus. cone eee ace ce, ee 0.0466 0.0147 
$0.1020 $0.0425 


Combined Differential in per Gallon Costs 





Wage differential per gallon oi @e9. 0am. eee $0.0276 per gallon 
Capital differential per. gallon: ian oye ae eee 0.0319 per gallon 
Total, differential gesenay angi oler er beeen ete yee $0.0595 per gallon 





The cost per gallon of selling gas in an outlet with a large volume where 
labor and capital are efficiently used gives a saving of nearly 6c per gallon as 
compared with the same outlet selling a smaller volume. 

The excessive numbers of unnessary stations insure that the gallonage is not 
available to permit most stations to effect these economies. 
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PART 7 


MAJOR SYMPTOMS OF SERVICE STATION SICKNESS 


CHAPTER 24. LESSEE TURNOVER 


(1) Lessee Turnover in the United States 
A majority of the gasoline sold to the automotive market is sold by service 
station operators who are lessees from oil companies. 


There is a shocking rate of turnover among operators who are lessees of service 
stations. 


The following are the findings of the eighth dealer-turnover study conducted 
by the Marketing Division of The American Petroleum Institute. This study 
covered more than 100,000 service stations operated by lessees from oil companies 
throughout the United States. 


In the study a “termination” takes place when there is a change in the lessee 
dealer for any reason whatsoever, except when the dealer transfers to another sta- 
tion of the same supplier. 


For the purposes of the study, terminations “for reasons beyond the control of 
supplier or dealer” are limited to terminations for any of the following reasons: 

(1) illness of the dealer, 

(2) retirement of the dealer, 

(3) death of the dealer, 


(4) station no longer open for such reasons as: condemnation or sale of pro- 
perty, destruction by fire, cancellation of the basic lease between the 
company and the owner of the property, 


(5) dealer entering military services. 


Table 51. 
Terminations by Number & Percentage (United States) 


Dealer Terminations 


No. of For Reasons All Total 

Active Beyond Other All 
Year Stations Control Reasons Reasons 
1965 105,099 No. 5,352 20,276 25,628 
% 5.1% 19.3% 24.4% 
1964 105,175 No. 5,766 20,914 26,680 
% 5.5% 19.9% 25.4% 
1963 104,253 No. 5,923 20,783 26,706 
% 5.7% 19.9% 25.6% 
1962 108,344 No. 7,161 20,845 28,006 
% 6.6% 19.2% 25.8% 
1961 106,604 No. 8,262 20,254 28,516 
% 7.7% 19.0% 26.7% 


Source: American Petroleum Institute, Report No. 12. 
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Table 52. 
Terminations Per Station (United States) 


















































No. of Terminations No. of % of % of 
Per Year Stations Total Terminations Total 

1965 

Once 3.2 eee 18,902 85.9% 18,902 73.7% 
"Twice a8 ae Se eee 2,662 12.1% 5,324 20.8% 
Three times .....-. ave 407 1.8% 12221 4.8% 
Four or more times ___._.________- 44 0.2% 181 0.7% 
‘Total 22322) 3 22)015 100.0% 25,628 100.0% 
1964 

Once: ee ee eee 19,539 85.5% 19,539 73.2% 
TT Wicd | oe eee 2,872 12.6% 5,744 21.5% 
‘Three: times 2 eee 373 1.6% 1,119 4.2% 
Four or more times -_........_____ 68 0.3% 278 1.1% 
Total 222 ee a 22,852 100.0% 26,680 100.0% 




















Source: American Petroleum Institute, Report No. 12. 


Table 53. 
Terminations by Station Gallonage (United States) 
% of Stations 


Number of Number in Category 
Station Gallonage Stations Terminations which Terminated 

1965 

Less than 100,000 gal./yr. 19,043 7,656 40.2% 
100,000 to 200,000 gal./yr. ____. 34,013 9,881 29.1% 
More than 200,000 gal./yr. 49,499 7,690 15.5% 
1964 

Less than 100,000 gal./yr. 19,659 8,461 43.0% 
100,000 to 200,000 gal./yr. 36,128 10,475 29.0% 
More than 200,000 gal./yr. 46,667 7,209 15.4% 


This study by the Marketing Division of The American Petroleum Institute concluded that 
percentage turnover continues to be greatest in the smaller volume stations with an annual 
gasoline sales volume of less than 100,000 gallons. 


The stations with an annual volume of less than 100,000 gallons in 1965 represent 19% of 
the total reported stations but account for 30% of the total turnover. 
Source: American Petroleum Institute, Report No. 12. 


(2) Lessee Turnover in Alberta 


The extreme rate of turnover among service station lessees which is found 
elsewhere is also found in Alberta. Approximately two-thirds of the service station 
lessees who terminated in Edmonton had been in the business for less than two 
years. Approximately 60% of Edmonton lessees have been in business for less than 
three years. 


Many service station lessees conclude after a very short time that their business 
offers them neither stability nor security. Frequently they struggle along with long 
hours, low pay, and then terminate having lost the capital they invested. 


Two hundred and ten lessee service station operators in cities, towns and vill- 
ages throughout Alberta were asked how long they had been in charge of the station 
they were operating. 37% of them had operated their station for two years or less, 
and 59% of them had operated their stations for 4 years or less. For the entire 
sample the mean number of years as operator was 4.5 years. This is illustrated in 
chart 52. 


The same sample of 210 lessee operators was questioned regarding previous 
experience as a service station operator in other stations. 26.7% of them had been 
an operator for 2 years or less, and 49.5% of them had been an operator for 4 
years or less. Their mean years of experience in their current station and all pre- 
vious stations was 5.9 years. This is illustrated in Chart 53. 
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Table 54, 
Lessee Service Station Terminations by Number and Percent, Alberta, 1965 





Lessees Terminations Percent 
ENA WE A GTS is cant sa tae ele | SNR 1,187 262 22.1% 
©ther’Brand™ se. eee 104 26 25.0% 
Off tBrind 2 ee ee eee ee wi 41 11 26.8% 
LO) DA Vie eo ee Se PR 8 Fe, 1,332 299 


RV CID (COMA VCIA CG cet ee, er ee EE ho 


Source: Questionnaire 3 for both lessees and terminations. 





Lessees Terminations Percent 
Cartel ae brand ere eee ee eee ee 1,114 262 23.5% 
OthereB randy enews ne 99 26 26.3% 
OS Brand fe eee ees RN Se ee ee 54 11 20.4% 
(LO TA lie eemnnew rr ten 0 AE oe 1,267 299 
Niet LCA CL Ae ieee te es Fe Pam ee ee ne es) ae 23.6% 


Source: Questionnaires 1 and 4 for lessees and Questionnaire 3 for terminations. 


Table 55. 
Lessee Service Station Termination Rate — Alberta, 1961-1965 
1965 1964 1963 1962 1961 
% % % % % 

SOmpany pA eee eee aoe ee 33.3% 28.6% 16.7% 

DES 22 lar cl ieee ee 24.0% 18.9% 14.8% 22.5% 23.7% 

Cae eee ne ee 2), 8% 17.5% 23.0% 

|W) seh 5s 2 Seto Ore te te ee 19.4% 13.4% 9.4% 14.6% 13.5% 

Ep eed ee eee Bo 22.6% 25.3% 23.6% 22.9% 25.8% 

gets emer ene re eres Lore 53.8% 57.1% 0.0% 

CS Breet Ne ee 41.9% 30.0% 50.0% 42.9% 30.0% 

gD ceed nd 5 cohen neous eke 20.6% 

JgOt- Tae thei dh — (anlvhifl 16.0% 16.7% 0.0% 23.5% 20.0% 
Weighted “Average = ee 22.6% 20.9% 18.9% 21.4% 22.4% 
Number of Companies Reporting _..... 9 8 8 Dy) 5) 


Five year average rate of turnover 21.3% 


1965 1964 1963 1962 1961 
INUMmDErL OF Lessees Yn 1,304 949 878 716 660 
Number of Terminations Reported ___ 295 198 166 153 148 
% Rate of Terminations 22.6% 20.9% 18.9% 21.4% 22.4% 
Number of Companies Reporting _____ 9 8 8 5 5 


Note: Number of lessees and number of terminations are both incomplete being based on those reporting. 


Source: Questionnaire 3. 








Table 56. 
Terminations Per Station — Alberta, 1965 

Percent Percent 
Frequency of Total of Total 

of Change Stations Stations Terminations* Terminations 
Once ssa wee ne SES en 127 81.4% 127 66.5% 
PE WICC gee eee nr 228) 14.7% 46 24.1% 
cLhrece Limes eae teen teers ee 6 3.9% 18 9.4% 
156 100.0% 191 100.0% 


* Number of terminations incomplete being based on those reporting. 


Source: Service Station History Cards. 
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Table 57. 
Terminations Per Station — Alberta, 1961-1965 








Frequency Percent Percent 

of Change Stations of Total Terminations* of Total 
Once: 2 ae eee 192 55.2% 192 30.7% 
TRWI1C6 neo PE oe eR ES 78 22.4% 156 25.0% 
Three> Times 2S oe 48 ~ 13.8% 144 23.0% 
Four™ Times = 0000 527 Pe F 22 6.3% 88 14.1% 
Five’ Times 2 =a 2 1.1% 20 3.2% 
Six*Timies sree oe eres 3 0.9% 18 2.9% 
Sevens lines Se 1 0.3% y/ 1.1% 
348 100.0% 625 100.0% 


* Number of terminations incomplete, they are based on those reporting. 


Source: Service Station History Cards. 


Table 58. 


Terminations Per Station (by Census Division) — Alberta, 1961-1965 
Same Service Station Terminated: 


At At At At At 

At At Least Least Least Least Least Total 
Census Least Least Three Four Five Six Seven Termina- 
Division Once Twice Times Times Times Times Times _ tions 
Olegses wae eee 5 1 0 0 0 0 0 6 
OZ, 278 CALE te 22 6 4 1 0 0 0 33 
OF qchre as Sete tise 5 3 2 2 0 0 0 12 
bY: eo ee ee 0 0 0 0 0 0 0 0 
OSS a ee eee 3 1 1 0 0 0 0 5 
6 gees Sete. os 128 56 27 8 3 2 1 225 
O77 een eee ee 3 2 1 1 1 1 0 9 
O08. Rae reg cies Bs 13 9 2 1 0 0 0 25 
(OL: a eet Pegi 9 4 2 1 0 0 0 16 
Oe 10 2 0 0 0 0 0 12 
{ise ee 127 60 32 14 4 1 0 238 
12, ee eer el 1 0 0 0 0 0 0 1 
ity oes Se 0 0 0 0 0 0 0 0 
4 eee eee, eee 3 2 0 0 0 0 0 ) 
See ee ees 19 10 7 2 0 0 0 38 
TOEALA =] eee 348 156 78 30 8 4 1 625 
Percent’ ..9. 55.6% 25.0% 12.5% 48% 1.3% 0.6% 0.2% 100% 


625 terminations reported from 1961 to 1965 occurred in 348 stations. 


The stations which terminated at least once include the stations which terminated twice or 
more. 


Source: Service Station History Cards. 
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Table 59. 


Terminations by Station Gallonage; Number of Terminations; Percentage of Total Terminations 
—Alberta, 1961 to 1965 


0 to 100,000 to Over 
Gallonage Sold 100,000 Gals. 200,000 Gals. 200,000 Gals. Total 
Per Year No. % No. % No. % No. % 

1965 

INUmber ee ae 97 719 29 205 

PET Celt meee ee naa 47% 39% 14% 100% 
1964 

INumberaps=—-— 2-5 ae, 89, 53 26 168 

IE SrCe nt ae ee eee 53% 32% 15% 100% 
1963 

INGA? oN 40 4 85 

IRercent meee eee eee 48% 47% 5% 100% 
1962 

NUM De ree eee eee eee 16 17 6 39 

Percent eee 41% 44% 15% 100% 
1961 

Num beraeeren eee esa 5 13 4 22) 

‘Percent aaa ene ee 23% 59% 18% 100% 
Totaly Number* yo 248 202 69 519 
Five Year 

Weighted Average (%) 48% 39% 13% 100% 


* Number of terminations incomplete, they are based on those reporting. 
Companies Reporting: 1965—9; 1964—8; 1963—5; 1962—4; 1961—3. 


Source: Questionnaire 8. 


Table 60. 


Terminations by Station Gallonage; Number of Terminations; Percentage of Total Terminations 
—Alberta, 1961 to 1965 


0 to 100,000 to Over 
Gallonage Sold 100,000 Gals. 200,000 Gals. 200,000 Gals. Total 
Per Year No. % No. % No. % No. % 

1965 

INum Derm eee ere 90 71 30 191 

Percent eee een 47.1% 37.2% 15.7% 100% 
1964 

(Number agees = eee ee cake) 2, 52 28 152 

Percent gee ere 47.4% 34.2% 18.4% 100% 
1963 

INuUmber eee ee 2 ee 51 49 7 107 

‘PRercentare ae eee 47.7% 45.8% 6.5% 100% 
1962 

INumber 2 47 46 9 102 

Percent =.= a 46.1% 45.1% 8.8% 100% 
1961 

INUM De Tae nee 33 35 5 73 

Percents 45.2% 47.9% 6.9% 100% 
Total Number* _.. 293 253 79 625 
Five Year 

Weighted Average (%) 46.9% 40.5% 12.6% 100% 


* Number of terminations incomplete, they are based on those reporting. 
Source: Service Station History Cards. 
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Table 61. 


Terminations by Station Gallonage; Number of Terminations by Gallonage Range 
Percentage of Station Terminations in Each Range — Alberta, 1965 


Number of Number of Percent 

Station Volume Stations* Terminations Turnover 

O7=" 100.0009 Gal. /¥ir- ee e549 90 25.8% 
100:000' =9200:000 Gal i 329 71 21.6% 
Over?200:000 Gal. /Yr 2 =e 212 30 14.2% 
‘LOTTA Se ee eee . 890 191 21.5% 


* Excludes Royalite which did not report, and U.F.A. where circumstances were not comparable. The num- 
bers represent those leased stations reported on Questionnaire 11. 


Source: Service Station History Cards. 


CHART 50 


TERMINATIONS by STATION GALLONAGE 


PERCENTAGE OF TOTAL TERMINATIONS 
ALBERTA 1965 








PERCENT 
STATION OF TOTAL PERCENT 
GASOLINE LEASED OF TOTAL 
VOLUME STATIONS TERMINATIONS 
0 - 100,000 GALLONS 39% 47% 
100,000 - 200,000 GALLONS 37% 37% 
OVER 200,000 GALLONS 24% 16% 
100% 100% 
PERCENT OF PERCENT OF 
TOTAL TOTAL 
LEASED STATIONS TERMINATIONS 









Cm 
KXS 
ee 
eS 





84% OF THE TERMINATIONS OCCURRED IN STATIONS SELLING LESS THAN 200,000 GALLONS. 
16% OF THE TERMINATIONS OCCURRED IN STATIONS SELLING MORE THAN 200,000 GALLONS. 


0 - 100,000 GALLONS 





100,000 - 200,000 GALLONS 


(cone OVER 200,000 GALLONS 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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Table 62. 


Terminations by Station Gallonage (by Census Division) — Alberta, 1961-1965 


Census 
Division 


01 
02 
03 
04 
05 
05 
07 
08 
09 
10 
zak 
12 
13 
14 
15 


TOTAL 
Percent 


0 to 100,000 to Over 
100,000 Gal. 200,000 Gal. 200,000 Gal. 
a 2 0 
12 18 3 
6 6 0 
0 0 (0) 
4 ah 0 
92 101 32 
9 O 0 
12 8 5 
9 4 3 
8 3} ul 
115 ou SP 
0 al 0 
10) 10) 0 
5} 2 0 
19 16 3 
293 253, 79 
46.9% 40.5% 12.6% 


Total terminations reported in 1961 to 1965: 625. 
Source: Service Station History Cards. 
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CHART 51 


TERMINATIONS by STATION GALLONAGE 


PERCENTAGE OF TOTAL TERMINATIONS 
— eee 
ALBERTA 1961 - 1965 


STATION PERCENT 

GASOLINE OF TOTAL 

VOLUME TERMINATIONS 
0 - 100,000 GALLONS 47% 

100,000 - 200,000 GALLONS. 40% 

OVER 200,000 GALLONS 13% 





100% 





87% OF THE TERMINATIONS OCCURRED IN STATIONS SELLING LESS THAN 200,000 GALLONS. 


13% OF THE TERMINATIONS OCCURRED IN STATIONS SELLING MORE THAN 200,000 GALLONS. 


0 - 100,000 GALLONS 


100,000 - 200,000 GALLONS 


cS OVER 200,000 GALLONS 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 





Total 


33 


225 


25 
16 


238 


38 


625 
100% 
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Census 
Division 


01 
02 
03 


TOTAL 
Percent 


Total Terminations Reported in 1965 — 191. 
* Excludes Royalite which did not report, and U.F.A. whose figures were not comparable. 


Terminations by Station Gallonage (by Census Division) — Alberta, 1965 


Number of 


Lessees* 


33 
52 
25 
4 
19 
276 
20 
48 
23 
40 
276 
10 
5 
14 
45 


890 


Source: Service Station History Cards. 


Census 
Division 


O1 
02 
03 
04 
05 
06 
07 
08 
09g 
10 
alt 
12 
13 
14 
15 


TOTAL 
Percent 


Total Terminations Reported in 1964 — 152. 


Terminations by Station Gallonage (by Census Division) — Alberta, 1964 


0 to 
100,000 Gal. 


N 
UNOCATWNHHROOWNS 


tN 


3! 


47.4% 


Source: Service Station History Cards. 


Census 
Division 


01 
02 
03 
04 
05 
06 
07 
08 
09 
10 
iol 
12 
13 
14 
15 


TOTAL 
Percent 


Total Terminations Reported in 1963 — 107. 


Terminations by Station Gallonage (by Census Division) — Alberta, 1963 


0 to 
100,000 Gal. 


Ny 
ROROCHCCNEH 


H 
woooer 


51 
47.1% 


Source: Service Station History Cards. 
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0 to 
100,000 Gal. 


© | w Nv 
S| COCOCHWWAaABRHCHOHH 


47.1% 


Table 63. 


100,000 to 
200,000 Gal. 


=) 
a; 


Table 64. 


100,000 to 
200,000 Gal. 


2 


8! noochkonnceSHonw 


34.2% 


Table 65. 


100,000 to 
200,000 Gal. 


H 


Ny 
| ecocReRNONCWOCOCCLHKS 


» 
© 


45.8% 


| ncocBcornctcouwre 


37.2% 


Over 
200,000 Gal. 


wo rm my 
S| cocohoHNOGBOSCOHS 


15.7% 


Over 
200,000 Gal. 


0 


8 | poeockoruchkccoc 


18.4% 


Over 
200,000 Gal. 


an a | RPOOCWCHOOHOCOCOHSG 


5% 


Total 


H - 
RoocSwnepnSuoa 


| 


191 
100% 


Total 
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100% 


Total 
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Table 66. 


Terminations by Station Gallonage (by Census Division) — Alberta, 1962 


Census 0 to 100,000 to Over 
Division 100,000 Gal. 200,000 Gal. 200,000 Gal. 


01 
02 
03 


[} 

lop) 

H 

H 
WCCNCUVCOCCHKS 


= 
H 
LS) 


S 
oo 
HODCOWHONHUNOOHH 
= 


| NCOR 


| 


TOTAL 47 
Percent 46.1% 45.1% 
Total Terminations Reported in 1952 — 102. 
Source: Service Station History Cards. 
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Table 67. 


Total 


w 


ns 
BOOCORPARNOBRHRONOCOUH 


102 
100% 


Terminations by Station Gallonage (by Census Division) — Alberta, 1961 


Census 0 to 100,000 to Over 
Division 100,000 Gal. 200,000 Gal. 200,000 Gal. 


oS 
oO 
pn 


H jo) 

i (ee) 

et 
HHOONOCOUNNOCOHH 


H 
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w 
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TOTAL 33 
Percent 45.2% 47.9% 
Total Terminations Reported in 1961 — 73. 
Source: Service Station History Cards. 
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Table 68. 
Terminations — Alberta, 1967 


Census Once Twice Census Once 
Division Only Only Division Only 


01 8 0 10 
02 17 0 al! 
03 4 12 
05 6 13 
06 59 14 
O07 6 15 
08 16 
09 2 


Total Terminations — 229. 


| Owe eo 


ONOWUCSO 


Total 2 


se) 


Source: Service Station History Cards. 


Table 69. 
Terminations Per Station — Alberta, 1967 


Percent 
Frequency of Total 
of Change Stations Stations Terminations 


Once 203 94.0% 203 
Twice 13 6.0% 26 


216 100.0% 229 
Source: Questionnaire 8. 
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Total 


N 


tN 
PBWOOUDHPNANWOOHWH 


3 | 


100% 
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Table 70. 
Terminations by Station Gallonage (by Census Division) — Alberta, 1967 


Census 0 to 100,000 to Over 
Division 100,000 Gal. 200,000 Gal. 200,000 Gal. Total 


O1 
02 
03 
05 
06 
O07 
08 
09 
10 
ele 
12 
13 
14 
15 


nN 
WROCONRFCNOHH OW 
fey) H 
CHAUDALRANBD 


wo 


H 
WOOKHPWOrHRRHOOOHSO 
tN 


LS} 
| wNuHcocawBancan 


| 
| 


Shun nage: 


xe] 
i) 
ww 
LS) 


Total 105 
Percent 45.8% 40.2% 14.0% 100% 
Total Terminations Reported in 1967 — 229. 


Source: Questionnaire 8. 
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Table 71. 
Experience as a Lessee at this Station 


Years of Number of 
Experience Operators 
O- 2 73 
2- 4 46 
4- 6 27 
6- 8 26 
8 - 10 14 
10 - 12 8 
12 - 15 5 
Over 15 6 
Total 210 


Mean 4.5 years. 
Source: Service Station Questionnaire: Question 5. 


CHART 52 
EXPERIENCE AS A LESSEE 


AT THIS STATION 


Percent 


37.1% 
21.9% 
12.8% 
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6.7% 
3.8% 
2.4% 
2.9% 
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Table 72. 
Experience as a Lessee Service Sation Dealer at this and other 


Stations 


Number of 


Years of 
Experience 


Percent 


Operators 


26.7% 
22.8% 
13.8% 
11.4% 


9.5% 
4.3% 
2.5% 
9.0% 


100.0% 


210 


Total 
Mean 5.9 years. 


Source: Service Station Questionnaires, Questions 5 and 6. 
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Part 7 


Page 316 


(3) Loss of Lessee Investment 


In oil company questionnaire 5, question 21 requested the oil companies to 
outline the operating capital and financial equity that a prospective lessee is required 
to have. 


The replies of four of the major marketers operating in Alberta were as fol- 
lows: 


Company A 
| SxeTUNVsirs (One qaet dene een ne et ll ner Sen ania $2,000.00 
Gasoline sInventoryeee = eee ee eee, ee eee ee 2,000.00 
Other¥ Stock ges .wal Sears Peel vires Sn ihe all). 1,000.00 
Workings Gapital gamete eee ee eee eee ene eee 1,000.00 
TT Ot a] gece aise ve why nt he se teres Ye sy area) whey -oh « $6,000.00 

Company B 
PRO OLSSRE GQUIptine nts ands SOC ke meen auenn eae eee ees aaa en $4,000.00 
Operating eC apital.. ees mae Nee ae Ne COMER Sees: Sey 3,000.00 
photal ae Se Never ery 2 ure iiah te ee $7,000.00 

Company C 
This company pointed out that the funds required to stock, 
equip and operate a service station vary considerably depending 
on location and volume of business. A separate estimate is made 
for each station “outlining in detail, merchandise required, service 
station equipment required, operating funds for first month, and 
payroll for the lessee and employees for two months.” The 
minimum requirement usually works out to $5,000 and in larger 
stations rises as high as $10,000. 

Company D 


“In general, we consider that a minimum of $4,000 to $5,000 in 
capital is required to stock and operate a standard 2-bay outlet 
(representing an investment of from $40,000 to $80,000 on the 
part of the company) selling about 150,000 gallons of gasoline per 
year.” 


In practically all terminations the lessee claims a loss of some or all of his 
initial investment. 


In respect of each service station where a termination occurred we asked the 
oil companies to prepare a “Service Station Lease Termination Report” in the form 
outlined in oil company questionnaire 8. This questionnaire asked the oil company 
for its best estimate of 


(a) the amount invested by the lessee on commencement; and 
(b) the amount realized by the lessee upon termination. 


The oil companies in response to our questionnaires stated in general that they 
did not know the amount of the lessee’s initial investment, nor did they have any 
means of determining how much of his investment he realized upon termination. 
They pointed out some of the other obvious problems of measuring changes in 
value of equity or investment. For instance, if two lessees have made identical in- 
vestments and have circumstances which are identical in every respect, one could 
reduce his equity by drawing excessive drawings while the other could increase his 
equity by taking inadequate drawings. 


However, the committee inquired into the financial circumstances of a large 
number of individual service stations in which terminations had occurred and in- 
terviewed both current operators and former operators. 


From such examinations, it is our opinion that in most cases 

(a) the operator was not paid adequately for his time and effort; and 

(b) the operator at the same time suffered a loss of capital invested. 
Chapter 24 Page 317 


In most cases the operator accepted inadequate remuneration for his long hours 
and hard work in the hope of building a business that would be remunerative in 
the future. At the same time his capital dwindled in his efforts to keep the business 
going. 

By the time the operator decided to terminate, either in the rare case of bank- 
ruptcy, or in the more common case of realization that he was losing ground and 
could never make a financial success, he had experienced two kinds of loss, namely: 


(a) he hadn’t been paid adequately for the time spent and received less than 
he would have received in other employment; and 

(b) he had lost the savings accumulated prior to his entry into the service 
station business. 


Both of these types of loss are extremely difficult to measure. 


However, if a former operator had more earnings before he became a service 
station operator and more earnings after he ceased being a service station operator 
than he did during the period that he was a service station operator, it appears 
reasonable to conclude that he had a loss of earnings during the period he was a 
service station operator. 


In the case of a former service station operator who had accumulated savings 
before he entered the service station business, took no drawings or salary whatever 
during the period he operated a service station, and abandoned the business having 
lost some of the capital invested, it is clear that he suffered both a loss of income 
and a loss of capital. 


A mechanic who was paid at the rate of $2.50 per hour for an eight hour day 
as an employee, accepts an oil company offer to become operator of a service sta- 
tion. As an operator he finds he is working from 12 to 15 hours per day for less 
take-home pay than he earned as a mechanic in 8 hours. He also earns less than he 
is paying by way of salary to the mechanic he now employs who is working 8 hours 
daily. When such a man terminates as an operator, having lost the savings he ac- 
cumulated as a mechanic, it is hard not to believe him when he states he has lost 
both income and savings during the time he was a service station operator. 


Although it is difficult to measure the loss of income and the loss of invest- 
ment that has been incurred by an operator who terminates, the Committee is con- 
vinced that such losses do occur in varying degree in the cases of large numbers of 
terminations. 


In the multiple termination station, particulars of which are shown in Table 
89, there were six operators in a period of five years. The average loss of capital 
per operator was $3,350. Based on the hours worked by each operator and assum- 
ing each operator should earn the minimum wage of $1.25 per hour for the hours 
worked, we calculated that the wages lost per operator exceeded $2,100. If you 
assume the operator should earn as much as his mechanic, the wage loss is more 
than doubled. 


If we assume an average capital loss of $2,000.00 per termination and an 
average income loss of $2,000.00 per termination and there are 300 terminations 
per year, this means that the terminating operators have contributed $1,200,000.00 
per year either in cash or labor for the purpose of keeping service stations owned 
by oil companies open for the sale of their brand name products to the public. 


There were many cases where the Committee was convinced that the opera- 
tor’s loss exceeded the amounts assumed above. These assumed amounts are less 
than the amounts reported by many former operators. On the basis of extensive 
inquiry into this subject, it is our opinion that these assumptions are not 
unreasonable. 


(4) Edmonton License Terminations—Leased Service Stations 


To obtain confirmation of the extent of lessee turnover from public sources 
which are not confidential, the Committee did a study of the records of the City of 
Edmonton license department and the assessment department. The information 
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from these sources and from other public records was then confirmed by interviews 
with service station operators and former operators. The principal objectives were 


(a) to obtain additional information on the number and incidence of lease 
terminations in Edmonton; and 


(b) to obtain information about operators, their movement from company 
to company, and facts relating to the termination of their activity in the 
service station business. 


Our findings are set out in the following tables. For purposes of these tables, 
if a lease had been held by two or more partners and the lease was terminated, this 
is treated as one termination. Where a partnership of two or more persons gave up 
a lease and one of those persons obtained a new lease this is also treated as a single 
termination. In a case where an operator held a lease and decided to incorporate 
his business and take a new lease in the name of the company, this has not been 
treated as a termination. 


On the 10th of November 1966 Edmonton had licensed 381 outlets to retail 
gasoline, of which 291 were operated by dealers who were lessees from oil com- 
panies. The following tables deal with these 291 lessee dealers. 


Table 73. 
Edmonton — License Terminations Per Leased Service Station 
January 1, 1961 to November 10, 1966 


Column 1 indicates the total number of leased stations, listed by brand, Columns 2-9 
list the number of stations which have had varying number of license terminations during the 
above mentioned period. For example, reading across from Imperial, Column 2 would indicate 
that there were 33 Imperial stations in which there were no license terminations; Column 3 
indicates that there were 13 Imperial stations with one license termination, etc. 




















Column No.:— 1 2 3 4 5 6 q 8 9 
Total No. License Terminations Per Station 
of Lessee 
Brand Stations 0 1 2 3 4 5 6 q 
Imperial 55 33 13 3 3 2 1 
B.A. 43 18 10 6 135 3 al 
Shell 50 14 IS) 7 2) 5 4 alt afl 
White Rose 21 6 4 3 4 3 al 
Texaco 38 14 10 10 3 il 
Royalite 41 11 14 8 3 2 2 al 
Husky 9 2 2 2 2 1 
Pacific 19 2) 3 4 2 ut 
All others 15 5 4 2 1 All ef wh 
Total 291 dA2 69 43 33 als) 13 4 2 














112 leased service stations had no terminations. 
179 leased service stations had one or more terminations. 
291 total number of service stations. 
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Table 74. 


Edmonton — License Terminations Per Year, Lessee Service Stations 
January 1, 1961 to November 10, 1966 











Total No. To 

of Lessee License Terminations Per Year Nov. 10 
Brand Stations 1961 1962 1963 1964 1965 1966 
Imperial 55 3 5 3 +S) 11 10 
BVA, 43 i 11 9 6 13 8 
Shell 50 ales 21 24 16 15 10 
White Rose 21 6 12 12 6 3 4 
Texaco 38 6 4 5 G 12 9 
Royalite 41 12 ‘i$ 9 13 10 12 
Husky S) 2 6 3 2 3 al 
Pacific 19 1 2 8 10 
All others 15 2 5 4 - 10 ff 
Total 291 55 yal 70 65 85 eck. 








Of 291 lessee operated stations 179 had license terminations. 


Total numberof license terminations) ee 417 
: reve P 417 
Number of license terminations per leased station —________ — = 14 
291 
Number of license terminations per 417 
leased station where terminations et 
OCCULE Ace 8 Se ee ee 179 


In the 179 stations where terminations occurred a new lessee was licensed every 
18 months on the average. 


Table 75. 


Edmonton — Length of Tenancy 
Former Lessees who Terminated Between January 1, 1961 and November 10, 1966 











over Total 
1-12 13-24 25-36 37-48 49-60 60 No. of 
Brand months months months months months months Tenancies 
Imperial 9 12 2 6 2 9 40 
B.A. 18 15 10 3 4 if 57 
Shell AT 29 13 tt) ff a 104 
White Rose 33 9 2 2 2 48 
Texaco 9 12 3 8 2 10 44 
Royalite 19 18 6 = 2 8 57 
Husky 7 5 2 2 16 
Pacific nhe 4 5 20 
All Others 21 8 1 3 33 
Total 174 112 43 32 14 44 419 





Of 419 Edmonton Lessees who terminated, 286 or 68.25% left the service 
station business in less than 2 years. 


Table 76. 
Edmonton — No. of Leases Operator Has Held 





No. of Leases Operator Has Held 











1 y 3 4 Total 
GurrenthOperators eee S20 44 3 2 366 
Former” Operators eee 322 23 2 1 378 
TOU yp acct i. ee ee 583 67 5 3 744 


Table 77. 
Edmonton — Former Lessees 





No. of Leases Held Before Termination 











After After After After 















Brand 1 lease 2 leases 3 leases 4 leases 
Imperial . 28 z 

BAe 46 4 

Shell Re 2-2.5:5 rel alah 

White Rose : 37 2 al ak 
Texaco! -S.-— 39 

Royalite 46 2 al 

Husky 14 

Paeiiies p-. : 16 2 

ANIM Others: (2 ee 25 ale 

Total ees.setcre sacs e ess 322 23 2 al 











N.B.: Former operators who left the service station business after three and four leases all had 
more than one lease in the same outlet. For example, an operator leased a station in partner- 
ship with another operator, and then leased it on his own. 


Table 78. 


Terminations to Move to Other Stations 
Edmonton — Current Operators (1966) 









































1 2 3 4 5 6 7 8 9 10 11 
From No. of To:— White All 
Brand Moves Imperial B.A. Shell Rose Texaco Royalite Husky Pacific Others 
Imperial | ........ 
B.A. 
Shell 
White Rose ..... 
MeKaCO! yess 
Royalite 
Husky 
Pacific = 
All Others .... 
‘lotals: +222 
43 

35 operators involved out of 291 lessees 

Moves to other station — same brand 26 

Moves to other station—different brand 17 

Total number of moves __.......-..--_. 43 

Table 79. 
Terminations to Move to Other Station 
Former Edmonton Operators 
1 2 3 4 5 6 vi 8 9 10 11 

From No. of To:— White All 
Brand Moves Imperial B.A. Shell Rose Texaco Royalite Husky Pacific Others 








White Rose .. is 
Texaco E 











Royalite 
Husky 
Pacific seee 
All others .... ve 
Totalsieeee 19 3 4 2 il 1 = 12 
19 
19 operators involved out of 291 lessees. 
Moves to other station — same brand __________ 7 
Moves to other station — different brand — 12 
Total number of moves _._.....----- 19 
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Table 80. 
Length of Tenancy 


Current Lessees of Edmonton Service Stations (1966) 














No. of Year Licensee Obtained License as Operator 
Lessee Before 

Brand Stations 1956 1957 1958 1959 1960 1961 1962 1963 1964 1965 1966 
Tmperial) =e 55 6 4 2 3 -S) 2 3 di at 15 6 
BA saceenate 43 4 2 2 5 al Fa] 3 4 11 8 
Texaco 38 1 ft 2 3 1 is 3 4 12 10 
oY) Ne SRE 50 4 1 om 2 3 3 7 8 12 9 
White Rose ... Se! zl 1 3 5) 3 5 3 
Royalite ........... me EL 4 af ot 4 1 5 6 9 10 
Husky © 2. ae e 2 2 4 + 
Pacific, sAa.c ee) 2 2 5 10 
All Others. ..... ee 5 ae fe 5 8 
POU Sn teense 291 20 9 4 10 18 11 16 26 34 78 65 








Of 291 Edmonton lessees, 177 or almost 60% have been lessees of their service 
stations for less than 3 years. 


(5) Calgary License Terminations, Leased Service Stations 


The Committee did a study of public records relating to the service stations 
in the City of Calgary in much the same manner as it did in the case of the City 
of Edmonton. The information from such public sources was similarly confirmed 
by interviews with service station operators and former operators. 


The study covered the period from January 1, 1961 to November 10, 1966, 
and on the latter date Calgary had licensed 397 outlets to retail gasoline of which 
304 were operated by dealers who were lessees from oil companies. The following 
tables deal with these 304 lessee dealers. 


Table 81. 


Calgary — License Terminations Per Leased Service Station 
January 1, 1961 to November 10, 1966 


: Column 1 indicates the total number of leased stations, listed by brand. Columns 2-9 
list the number of stations which have had varying number of license terminations during the 
above mentioned period. 



















Column No.:— 1 2 3 4 5 6 7 8 9 
Total No. 
of Lessee License Terminations Per Station 

Brand Stations 0 1 2 3 4 5 6 2 

Imperial!) tose 49 22 LT 7 2 1 

BA sanctus pe! AS 24 11 8 1 1 

Shell ee me 62 21 19 13 5 4 

White Rose . orm!) {i q 4 1 iL: 

Texaco’ ’..... - 47 13 14 9 8 3 

Royalite ohh, 12 13 9 6 es 

Husky 8 3 a 2 al iL 

Pacifie "2... « §26 16 8 al 1 

All others 6 2 3 of 

TOGAIS@ cca easels 304 120 93 52 26 12 1 














120 leased service stations had no terminations. 
184 leased service stations had one or more terminations. 
304 total number of leased service stations. 
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Table 82. 


Calgary — License Terminations Per Year, Lessee Service Stations 
January 1, 1961 to November 10, 1966 


















































To 
Total No. Nov. 
of Lessee License Terminations Per Year 10 
Brand Stations 1961 1962 1963 1964 1965 1966 
Imperial 5 5 9 12 9 1 
yt pene 2 6 3 9 stall 3 
Shell ase ee 13 qT 14 20 8 14 
White Rose 4 7 2 4 4 2 
Texaco 9 aly 15 14 10 8 
Royalite ... 4 10 13 9 6 iil 
Husky a: 3 a 2 3 2 
Pacific il 1 3 6 4 
AS Others eae ee 6 aL 2 ail 24 
Rota lsat eee eae PRL eee 304 38 52 60 74 57 47 
Of 304 lessee operated stations 184 had license terminations. 
Total number of license terminations $= CSC 328 
é Sheet P 328 
Number of license terminations per station == = 1.07 
304 
Number of license terminations per station 328 
in stations where terminations occurred _.... eo) 
184 
In the 184 stations where terminations occurred, a new lessee was 
licensed every 37 months on the average. 
Table 83. 
Calgary — Length of Tenancy 
Former Lessees Who Terminated Between January 1, 1961 and November 10, 1966 
over Total 
1-12 13-24 25-36 37-48 49-60 60 No. of 
Brand months months months months months months Tenancies 
IWoahoreabe ly Ae yee ee 7 4 5 4 6 8 32 
A | PU Py re 9 4 7 6 3 "e 36 
Shells .. 29 20 7 5 a 10 78 
White’ Rose (2 .....2.. 5 9 sf at 4 2 22 
NEE BIOWS Wangan cope ecnawiedsk coesznecve 25 20 14 2 al 8 70 
Foy ali tem eae 14 21 « 5 2 6 55 
| 2 113 (a) fe mo nee eee Om ramen RS £6 2 2 uF 12 
PS Ciliel hn Pee oe oz 3 6 1 2 12 
PANT OLMGrS) fences sees 4 1 1 6 
Totalsmeee eee ne 103 87 44 24 23 42 323 











Of 323 Calgary lessees who terminated, 190 or 58.82% left the service station 
business in less than 2 years. 


Table 84. 
Calgary — No. of Leases Operator Has Held 








No. of Leases Operator Has Held 

















1 24 3 4 Total 
@urrente Operators meee ee 257 71 8 4 439 
FOLMer ROPeratOrs po ee ee 280 17 4 326 
‘Cota] See Sees tee ee ee ee Ferree 537 88 12 4 765 
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Table 85. 


Calgary — Former Lessees 
No. of Leases Held Before Termination 




















































































After After After After 

Brand 1 lease 2 leases 3 leases 4 leases 

TOP a ong ocecasacsaespseatee cerca 32 

BAS og ccaten i pt a. 

Shell =aees 60 5 By 
White Rose . a 19 1 

Mexaco™ sees n- 5S 7 

Royalite BL a a 
ERTS ic yaescee 2 1 1 
Paeihe' (oc. 11 mE 

AQ OEWCYS) s.0 dB Sipecncerstemncs ee 6 

Motel asa ee eee 280 17 4 

Table 86. 
Terminations to Move to Other Station 
Calgary — Current Operators (1966) 

1 2 3 4 5 6 vs 8 9 10 11 
From No. of To:— Imperial White All 
Brand Moves B.A. Shell Rose Texaco Royalite Husky Pacific Others 

imperial 0-4. 11 1 
Shell 2 
White Rose .... 2 
Texaco 6 
Royalite . if 
usikey: 2... 4 
Pacific E42 
Others 4.25.25 2 = 30 
Totals sens 51 a 0 a 3 3 fi 3 = 21. 
51 

45 operators involved out of 304 lessees. 

Moves} tosother station® (samen brand): ees eee 30 

Moves to’ other station? (differentabrand))/mes eee 21 

‘Lotaly tm DESO LSI OVES weet ee ae 51 

Table 87. 
Terminations to Move to Other Station 
Former Calgary Operators 

1 2 3 4 5 6 nt 8 9 10 ML 
From No. of To:— Imperial White All 
Brand Moves B.A. Shell Rose Texaco Royalite Husky Pacific Others 

Imperial 

BLAS " 

Shellie et eee 9 2 1 

White Rose .... 2 1 

Texaco 6 1 

Royalite . arn hi 8 1 

Husky ..... 1 

Pacific . 

Others .... = 13 

MOUS! seeesste eee 19 0 0 0 0 2 ab 2 Zz =" 6 
19 


15 operators involved out of 304 lessees. 
Moves to other station — same brand —._..______.______.___.. 13 


ISI a 
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Table 88. 


Length of Tenancy 
Current Lessees of Calgary Service Stations (1966) 

















No. of Year Licensee obtained license as operator 

Lessee Before 
Brand Stations 1956 1957 1958 1959 1960 1961 1962 1963 1964 1965 1966 
imperial gees 49 iS) 2 2 3 3 2 2 6 10 13 al 
BAe oe - 45 6 2 3 4 2 2 4 3 i 2) 3 
Texaco 47 2 il 2 al 6 4 11 3) 11 
Shell .... 62 al 3 al 3 3 is 3 6 13 6 16 
White Rose 20 ul ll al 8) P 5) 5 2 
Royalites 2222 41 2 2 al al S) 5 8 6 isl 
FUUSIcy, jets eee ee 8 alt 1 1 al 2 2 
Pa CLEC ree. ees 26 2 2 6 8 8 
@©thersies Se ee 6 al il il if) 2 
EL OCS Sta pee er eee ee 304 oly T a 14 12 15 26 30 62 58 56 








Of 304 Calgary lessees, 176 or almost 58% have been lessees of their service 
stations for less than 3 years. 


(6) Multiple Termination Stations 


The American Petroleum Institute Study found that stations with a volume of 
less than 100,000 gallons per year had a turnover rate of 40.2% per year. 


Our Edmonton service station license study covering a period of less than 6 
years, found there were 112 leased stations which had no terminations, but there 
were 179 leased stations in which 417 terminations occurred during the period. 
This was an average termination rate of once in approximately 18 months. 


The service station operator whose experience was described in the case his- 
tory entitled “John Doe Termination” was the sixth operator to occupy that station 
in a period of 5 years. Each of these 6 operators was interviewed regarding his ex- 
periences in this station and the following table shows some of the information they 
provided. 


Table 89. 


Termination History of Station “Xx” 
Multiple Termination Station 


Weekly Weekly 
Months of Hours Wages 
Operator Occupancy Worked Drawn Money Lost 
A MCAS ted a 16 110 $59 $ 9,000 
Bp ee eee ee 12 50 0 3,500 
CPE Be secede, ares 8 83 65 2,000 
L) 5 eee BR Fie ee 8 65 0 800 
Bigywtse Sat pion beetles 7 50 0 2,100 
Ei Ohne DOC ea mee 2 ie) 0 2,700 


$20,100 


During this 5 year period it cost these 6 operators the total of $20,100 to keep 
this station open for the sale of the brand name products of the oil company which 
owned it. The money lost by each operator in turn represented a majority of his 
life’s savings. In addition each operator spent long hours trying to establish and 
develop his new business and took out little or no wages for the time spent. Accord- 
ingly each operator lost not only his capital investment but his time spent at no 
remuneration or inadequate remuneration. Notwithstanding 6 failures in 5 years in 
this station the oil company advertised for and quickly found another lessee who 
was encouraged to invest his money and time by descriptions of the joys and profits 
which are the reward of “an independent businessman”’. 


The turnover rate of service station lessees is extremely high. The oil com- 
panies point out that terminations include normal retirements and moves of opera- 
tors from one station to another. 


1509 service station operators were checked and only 74, or less than 5% 
had been involved in transfers from one station to another. 


Chapter 24 Page 325 


A survey was conducted of former operators. Practically none of them were 
cases of normal retirement and virtually all terminated because of business failure 
or the probability of business failure. The principal reasons given for termination 
were long hours, low income, and numerous business frustrations arising from the 
oil company contracts tying the outlets and restricting the operator from exercising 
free business judgment. 


Most former operators had sought and found other employment offering better 
remuneration, shorter hours, and more freedom. 


(7) Oil Company Lease Termination Reports Relating to Their Service Stations 


With a termination rate of more than 20% of all lessee dealers per year, and 
with 48% of lessee dealer terminations occurring in stations with a volume 
of 100,000 gallons or less, this appeared to the Committee to be one of the major 
problems in the gasoline marketing business. We assumed a problem of this mag- 
nitude would be of considerable concern to the oil companies and that they would 
have studied the problem and assembled a good deal of information. 


In response to our inquiries, the oil companies appeared to have very little 
information and still less concern. 


We gained the impression that the oil companies have available an infinite 
amount of information about barrels of oil and gallons of gasoline down to four or 
five decimal points, but that service station operators are expendable and very little 
about them is known or recorded. 


In oil company questionnaire 8 we requested each oil company to prepare 
a “service station lease termination report” about each of their terminations in a 5 
year period outlining some facts about the station and about the lessee which might 
be helpful in studying the problems of terminations and their causes. 


We had inspected several hundred stations, interviewed the current operators, 
and had questionnaires on file containing considerable information relating to these 
stations. We also had information provided by the oil companies relating to each 
service station in the province. We thought we would have a better understanding 
of the reasons for termination in a particular station if we could correlate— 


(a) the information received from the current operator in answer to our 
service station questionnaire; and 


(b) the information from the oil company about that station; and 
(c) the information from the oil company contained in one or more lease 
termination reports relating to that station; and 


(d) the information obtained by our interviews of former operators of that 
service station. 


Questionnaire 8 was sent out to the oil companies on the 8th of September, 
1966 and it was a year later before we had the replies from all the oil companies. 


The replies relating to hundreds of the terminations were incomplete, the oil 
companies stated that much of the information was “not available” and where ques- 
tions were answered they cautioned that the replies should not be relied upon as 
they had reason to doubt their accuracy. 


We wanted information relating to the dates on which the lessee commenced 
as an operator and ceased to operate the station in order to determine how long he 
had operated the station. In scores of cases the oil companies could not advise us 
when the operator first became a lessee of the station. 


We asked for the oil company’s best estimate of the amount invested by the 
lessee on commencement and of the amount he realized from his investment on ter- 
mination. One company in commenting on why it had not answered either of these 
questions in respect of any of its stations stated in part— 

“While the financial statements prepared upon leasing the service station are believed 


to represent the resources available to the prospective lessee and are acceptable for 


bonding purposes, we do not always know how much money has been obtained through 
private arrangements.” 
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This company pointed out that even if answers were able to be given, a simple 
comparison would not give a valid measure of the increase or decrease in equity, 
and that “excessive drawings on the part of the lessee could produce an apparent 
decrease in equity”. 


Another oil company which did not answer these two questions for any of its 
terminations stated: 

“Historical data is not maintained .. . relative to investment of lessees on commence- 
ment and termination. We are not in possession of sufficient information to satisfac- 
torily estimate the amounts involved”. 

The inability or omission of oil companies to answer these questions is con- 
trasted with the positive statements of large numbers of operators and former opera- 
tors who allege low pay and inadequate drawings accompanied by loss of some or 
all of their investment. 


Our request to the oil companies for figures for the gallonage of gasoline sold 
in the months prior to termination were frequently answered with the words “not 
available”. 


In explanation one company stated 


“Records of monthly sales volumes are available only for the years 1964-1965. Mar- 
keting records of this detail have been destroyed in the normal operation of our file 
maintenance system”. 
Another company’s monthly records only went back to July of 1964 for 
similar reasons. 


Many of the oil companies had told us in our inquiries relating to rent that 
their rentals were related to the business opportunity available to the dealer and 
were based on the company’s estimate of the operator’s income. In connection with 
terminations we wanted to know the company’s estimate of the operator’s income 
and whether the operator’s dissatisfaction with his income was apparently one of 
the causes for termination. One company stated it had not answered the question 
about the operator’s income— 

“... because we feel that our knowledge of individual dealers profits is inadequate and 
our estimates could be misleading” 

“To attach any real significance to any operator’s ‘dissatisfaction’ would require a 
knowledge of his earning power in other forms of employment, his previous income 
and his subsequent income after terminating his lease”. 

“There can be no doubt that a number of terminations have been the result of ‘dis- 
satisfaction’ but whether this ‘dissatisfaction’ stems from extravagant expectations, truly 
limited earning opportunities, or some other reason is a virtually impossible question 
to answer.” 


We asked the oil companies to list reasons other than income given by the 
operator for termination. One oil company pointed out that in the reports where it 
answered this question, the answer must be viewed with some caution, and stated— 

“When a lessee gives notice of intention to terminate to the salesman, it is impossible 
to know whether the reasons which are given are in fact, the true causes of termina- 
tion, or whether the lessee has merely provided an answer which is rationalization for 
a decision made for some other reason. Furthermore, it is quite possible that on 
occasion the salesmen have allowed some of their personal feelings to color the manner 
in which they have recorded the reasons discussed with them by the lessees.” 


Several of the oil company representatives with whom we were dealing in re- 
spect of their questionnaires expressed misgivings concerning the reliability of their 
lease termination reports because the required information was either not recorded 
or preserved in their company records, or what was recorded did not accurately 
depict what happened in some cases where they had personal knowledge. 


How unreliable much of the information was soon became apparent from 
checking these reports and by comparison with other sources of data. This can best 
be illustrated by one or two examples from the termination reports. 


One oil company reported on a station where the monthly gallonage in the 
months before termination was about 2,000 gallons per month and the annual gal- 
lonage did not exceed 24,000 gallons. Based on the dealer’s mark-up, there would 
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be a gross annual income from gasoline sales of less than $1,900.00. This gross 
income would be reduced by the cost of the labor to sell the gasoline and by the 
other overhead costs of the station. The oil company replied that the operator’s dis- 
satisfaction with his net income was not one of the causes for termination. 


The former operator when interviewed gave lack of income as his principal 
reason for termination. Having regard to the gallonage and the earnings of the 
service station it was difficult not to believe the operator while the oil company 
reply did not appear to be reasonable in the circumstances. 


In another case where the oil company answered that the operator did not 
appear to be dissatisfied with his net income, they stated that in their opinion he 
left to “take other employment”. Upon interviewing the former operator he indica- 
ted he was making less money as an operator working 16 hours a day than he could 
make as an employed mechanic working 8 hours a day. His dissatisfaction with low 
earnings, notwithstanding long hours, was the principal cause for his termination. 


In another termination where the lessee commenced in April and terminated 
at the end of June, his total gallonage for the three months was less than 10,000 
gallons and his gross mark-up on gasoline for the three months was less 
than $800.00. In these circumstances the oil company did not estimate the opera- 
tor’s net income, but it stated that dissatisfaction with his net income was not an 
apparent cause for termination. The oil company opinion as to the cause of ter- 
mination was—“low volume unit and extremely high overhead expense.” With low 
volume and high expense it is obvious that there would be little net income and 
equally obvious why an operator would terminate before the end of his third month. 
There was simply no possibility of earning a reasonable living from a business with 
such a small volume of gasoline sales. 


In Edmonton in the notorious MacGregor case the operator insisted on sur- 
rendering a 24 hour permit which the oil company desired him to retain and this 
dispute led to the termination of his lease. The dispute went before the courts and 
there were headlines in The Edmonton Journal over various steps in the proceed- 
ings during a period of several weeks. In the oil company termination report relat- 
ing to this termination 


(a) Question 11 inquiring whether the operator’s dissatisfaction with his net 
income appeared to be one of the causes for termination was not 
answered. 

(b) Question 12 requesting other reasons given by the operator for termina- 
tion was answered with the words “inefficient management”. 

(c) Question 14 requesting the oil company’s opinion of the qualifications, 
ability and attitude of the operator was not answered. 

(d) Question 15 requesting the oil company’s opinion as to the causes of 
termination was not answered. 


If there is any case in Alberta where the cause of termination should be known to 
the oil company the MacGregor case is it. If its other answers are no more informa- 
tive as to the real cause of termination than its answers about the MacGregor case, 
then its termination reports cannot be relied upon. 


Numerous termination reports prepared by various oil companies were 
answered with generalizations, or were equally uninformative. 


If such replies on oil company termination reports were indicative of the quali- 
ty and accuracy of their recorded causes for termination, it appeared that little 
could be learned about the actual causes of termination by tabulating and analyzing 
such replies. 


By comparison the replies of former operators as to their problems, and their 
reasons for termination appeared to conform to other data we had correlated on 
the particular station. 


_The former operators unquestionably view the problem from a partisan point 
of view, but generally we had the impression that they were trying to objectively 
state the facts and assess the causes of termination to the best of their ability. 


Page 328 Part 7 


As the oil companies appear to be unable to provide specific reliable informa- 
tion about the causes for particular terminations, the Committee had no choice but 
to rely on information from other sources such as former operators, current opera- 
tors and reports from the Committee’s interviewers. 


(8) Former Operators—Reasons for Termination 


The following information was compiled from interviews with a sample of for- 
mer operators. 


Approximately 40% of former operators interviewed had worked in a com- 
pletely unrelated occupation before becoming a service station operator. About 30% 
had previous experience in a service station as an employee or lessee. Previous 
occupation in about 10% of the cases was that of an automobile mechanic. 


We inquired into the reasons of the former operator for leasing this particular 
station. In about 36% of the cases he saw that the station was vacant and available 
and thought it was a good opportunity to go into business. In about 18% of cases 
he answered an oil company advertisement. In about 14% of cases he was working 
at the station and had an opportunity to take it over when the former operator 
terminated. 


The former operators were asked what information they had about the station 
before they leased it and from whom they obtained it. In a majority of cases the 
only information they had came from the oil company. In only a small minority of 
cases was any information obtained from the previous operator. In general the 
quality of such information as was obtained was good although it was incomplete, 
and the prospective new entrant did not understand the significance of much of the 
information he did obtain. 


On the question of education and training, over 20% of the former operators 
had a grade 8 education or less and no other training. About 50% of former opera- 
tors had only completed part of their high school, and only small percentages of 
them had trade or technical training, mechanical training, or training in accounting 
or salesmanship. 


Most former operators stated that extremely long hours were required in the 
service station business. The hours worked per week reported by former service 
station operators averaged 8212 hours. In more than 20% of the cases the wives 
of the former operators had been required to work as well and their hours averaged 
35 hours per week. In stations where the former operator and his wife both 
worked, their average weekly hours totalled 9212 hours. After leaving the service 
station business the former operator had obtained new employment. The average 
hours worked per week in the new employment was 46 hours as compared with 
8212 hours as a service station operator. 

During the time that they were service station operators less than 4% reported 
hours less than 60 hours per week, 18% reported hours from 61 to 70 per week, 
36% reported hours from 71 to 80 per week, 18% reported hours from 81 to 90 
per week, and 18% reported hours in excess of 100 per week. 

Their present employment showed a sharp contrast in hours where 4% worked 
30 hours or less per week, 20% worked from 31 to 40 hours per week, 
44% worked from 41 to 44 hours per week, and only 4% reported hours in excess 
of 60 hours per week. 

79% of former operators considered there were too many service stations 
and that fewer stations could have handled the gas and services required by the 
public in the area in which their former service station was located. 

Nearly 29% of former operators terminated within 12 months of their com- 
mencement and nearly 54% terminated within 2 years. 


Time Spent as Operator % of Former Operators 
6 months or less 7.47% 
7 to 12 months 21.43% 
13 to 24 months 25.00% 
24 to 36 months 10.71% 
37 months or more 35.71% 
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The average initial investment reported by former service station operators 
was $5,254.00. During the months they continued to operate in the struggle to 
establish their business, most reported additional investments of capital. The aver- 
age total investment reported prior to termination was $5,915.00. 

Over 70% of former operators reported that on termination they sold their 
stock and equipment to the new lessee. Approximately 14% sold their stock and 
equipment privately and nearly 4% reported that they still had stock and equip- 
ment that they were unable to dispose of. 

About 63% of former operators reported the sale of their stock at its whole- 
sale cost and the sale of their equipment at its book value. Almost 30% reported 
sales at below their cost or at less than their valuation for whatever was offered. 
Over 7% reported that they had not received payment for stock and equipment. 

The former operators reported the amounts they realized from the sale of their 
stock and equipment on termination. The average realization was $3,612.00, which 
on the average was $2,303.00 below their total investment. 

More than 70% of former operators considered they had lost money when 
attempting to realize on their stock and equipment after their termination. 
The estimates of their losses when averaged was $2,853.00. 

In the particular multiple termination station described in Table 89 the six 
operators lost an average of $3,350.00 per operator in an elapsed period of five 
years. 

We asked former operators the gallonage they sold during their first year of 
operation. Over 65% of former operators reported first year gallonage of less than 
126,000 gallons, and over 80% of former operators reported first year gallonage 
of less than 170,000 gallons. 

The former operators were asked to estimate their hourly earnings as a service 
station operator and compare it with their hourly earnings in their present employ- 
ment. The average hourly earnings reported as a service station operator were 67¢ 
per hour and the average hourly rate in their current employment was $2.60 per 
hour. 

Over 82% of former operators indicated that dissatisfaction with their net in- 
come was the principal reason for termination. 

Most former operators gave several reasons for termination, but a few were 
emphasized more than others. The largest single cause was that income was too 
low for the hours worked and this was mentioned in 68% of all terminations. Low 
income was stressed in other forms of reply such as “oil company rental increases 
reduced profit”, “profit too low on commission consignment”, “could not afford to 
hire help because of low income”, etc. 

Included in virtually every former operator’s reply on reasons for termination 
were complaints about one or more of the oil company “ties” which restricted or 
hampered the operator in his attempts to earn a profit. These reasons included “no 
freedom to buy T.B.A. where he wanted to,” “oil company pressure to ex- 
tend hours”, “oil company pressure to participate in gimmick advertising which 
reduced profits,” “poor service from suppliers suggested by oil company and oil 
company pressure not to buy elsewhere’, etc. 


(9) Termination Case Histories 

Statistics on terminations, no matter how shocking, are inadequate to convey 
the true picture of what is happening in human terms. 

Most terminations are business failures, with the accompanying disappoint- 
ment, worry, and loss of savings. 

The operator and his family face the tragic experience of acknowledging 
failure in a chosen method of making a living and starting over again in something 
new. 

The Committee and its interviewers talked to large numbers of former opera- 
tors to obtain information about their service station experience and the reason for 
their terminations. 
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The bare bones of termination statistics become more meaningful when em- 
bodied with the flesh and blood of real people who relate their problems and dis- 
appointments. 


The case histories of two former operators are accordingly outlined in the 
words of one of our interviewers. One of these former operators had a city station 
and the other had a station in a smaller centre. 


No single termination case history can be regarded as typical, because each 
termination involves a different person with a different background and circum- 
stances. 


The third illustration is an account of an English termination, which was pub- 
lished in “Auto Car Magazine” in the fall of 1967. We consider it to be relevant 
because it so faithfully reflects the experiences and the views of large numbers of 
service station operators and former service station operators in Alberta. It tends 
to confirm that the marketing practices of the handful of international oil companies 
which operate throughout the world create similar problems for the service station 
operator, no matter where he carries on his business. 


The bitterness and complaints expressed by Alberta operators and former 
operators appears to be shared by English operators who have similar attitudes 
and voice similar complaints about the same oil company practices. 


(a) “John X” Termination 


THIS MAN IS BANKRUPT — WHERE DID HIS MONEY GO? 

Four years ago “Mr. John X” was making a reasonable living, and owned a half sec- 
tion farm complete with livestock and machinery. Today, his liabilities exceed his 
assets by over $1,000.00 and his future looks bleak. What happened? 

One day in 1964 “John X”, who farmed near an Alberta town, returned home with 
his family after spending the day in town, to find that he had lost his house and all 
the contents by fire. Bad luck seemed to stay with “John” and two weeks later his 
crop was destroyed by hail, and a short time later his infant child passed away. 

As could easily be imagined “John” and his wife were badly discouraged and depressed. 
They talked things over and decided to leave the farm and try something else in order 
to make a living. “John” at this time was about 50 years of age, he had only a Grade 
8 education and had had no real experience other than farming. He had worked for a 
few weeks in a garage about thirty years ago. He felt that there was a possibility of 
taking over a service station in the town and, with this in mind, went into town one 
day and told some of his friends of his plan. He was introduced to an oil company 
representative who happened to be in town and discussed the service station business 
with him. 

This oil company representative told “John” of a vacant station his company had for 
lease in a neighboring town and invited him to go there and look things over. “John” 
accepted this invitation and the two of them proceeded to the neighboring town where 
he was shown the vacant station. He was impressed with both the station and the 
bright picture (painted for him by the oil company representative) of the kind of a 
life he and his family could have here. On inquiring what it would take to lease the 
station “John” was told that “if he had the money necessary to buy the gasoline in 
the storage tanks the station was his”. He paid for the gasoline and started in business. 
Word was sent to “John’s” wife asking her to bring the family to the neighboring town 
because he had already opened the doors for business. 

As time passed “John” found that he was always short of money. His farm was sold and 
an auction sale disposed of his livestock and equipment. The money all disappeared 
and inside of four years “John” owed money to many people in town. His inventory 
was depleted. Some residents of town, through pity, sent “John” business, others would 
send him business in order to collect money owing to them. It had become a very 
grim situation for a man who was rated by those who knew him as being honest. 
“John’s” days in the service station are numbered because he has no further funds to 
subsidize the station and his lease will, without doubt, be terminated. His only future 
then will be on welfare or as a labourer. 

Now, what went wrong? Perhaps some of the loss was due to thefts by unreliable help. 
“John” was honest himself and felt that other people would be honest as well. More 
money was lost because he extended credit for the same reason. It would be an easy 
way out to place the full blame on “John” and call him a fool or a poor manager. 
But, would this be an honest or complete appraisal of the situation? 

The oil company knew all the pitfalls in the service station business but they did not 
train this man. They knew he had little education and no acceptable experience as 
an operator but they leased him the station. He would not qualify as an employee of 
theirs to operate a station but the oil company encouraged him to invest his life’s 
savings in a business in which his predecessor failed. They took his money, the only 
requisite to obtaining possession of the station, and watched his assets slip away. They 
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could have saved him a lot of hard work and a lot of money if they had never leased 
to him, or even if they had terminated his lease when they knew what was happening. 
“John” and his wife have worked for over four years and lost their lifes’ savings. In 
return for this time they have been paid about 35¢ per hour. They sold, for the oil 
company, about 260,000 gallons of gasoline. The oil company was paid in full for this 
gasoline as it was always shipped C.O.D. “John” not only paid for the gasoline, but 
he paid for part of the cost of keeping the station open to sell it. 

Where did this man’s money go? The oil company appears to have benefitted most as 
it earned a profit on the products sold, its brand name was kept before the public, and 
“John’s” savings paid for the losses incurred in selling the products of the oil company. 


(b) “John Doe” Termination 


EDUCATION IS EXPENSIVE 


A multi million dollar oil company provided an Alberta resident with an eight-week 
“education” in Service Station Management at a cost to him of $2,500.00 plus two 
months wages. 

When “John Doe” who resided in an Alberta city was about 55 years of age he de- 
cided that it was about time to look for an easier way of life. Ever since he had 
landed as an immigrant in Canada he had worked as a labourer. Now he found that 
this work was becoming too much for him. With this in mind he approached a friend 
of his who was a licensed mechanic and suggested that they go into the service station 
business. “Doe” was to put up the money necessary to start the business, and they 
would both work in the station as partners. “Doe’s” son was to be apprenticed as a 
mechanic as well and “Doe” was most happy. He felt that this was a chance for his 
son to learn a trade and the son then would have a much easier life than “Doe” him- 
self had had. 

He came in contact with an oil company representative who suggested that they lease 
a station on a main artery leading into the City. This representative told them of the 
possibilities of high profits from gasoline sales and of the potential of the station. The 
lease was signed and a stock was bought from the oil company. The representative 
helped them pick the stock out and they started in business. The total investment of 
$3,000.00 represented the life savings of “Mr. John Doe”. 

Within about six weeks these fellows knew that they had been misled and that they 
would have to take a loss and get out or face bankruptcy. The oil company was ad- 
vised that the lease was to be terminated because there was no business. “Mr. John 
Doe” tried to sell the balance of his stock of tires, batteries and accessories back to 
the oil company but they refused, claiming that it was obsolete. This stock had been in 
the station only six weeks so it must have been obsolete when it had been purchased 
on the recommendation of the oil company representative. On termination the stock 
was taken to “Mr. Doe’s” home and an attempt was made to peddle it. In all, about 
$500.00 was realized and “Mr. Doe” feels that this is about all he can get. 

In two months “John Doe”, his partner who is a licensed mechanic, and his son re- 
ceived no wages and lost $2,500.00. Why? 

“John Doe” leased a service station from the oil company and the only necessary 
qualification for him as a lessee was a few dollars. The oil company knew this man 
had no education, no experience and no aptitude that would suit him for this business. 
They knew as well that the station had a record of failures and that even a well quali- 
fied man was unlikely to succeed here because of poor location, poor visibility, poor 
size and shape of the lot and poor facilities. In spite of this the oil company sold this 
man obsolete stock, gave him information which misled him and encouraged him to 
risk savings that had taken him a lifetime to accumulate. 

This was a pretty expensive education for a man who could not afford it. The oil 
company continues to place other operators in the same location each of whom in 
turn contributes time and effort and loses money. The oil company whose brand name 
continues to be displayed and whose products continue to be sold, reaps the most 
apparent benefit from this depressing procedure. 


(c) English Termination 


SO YOU THINK YOU WOULD LIKE TO BE TENANTS OF A SERVICE 
STATION? 


Have you read the oil companies ads for service station tenants, and thought of sav- 
ing your pennies, and applying for such a tenancy? 

Think again, I say, or if you must put your money into something, put it down the 
toilet and pull the chain. It will be a far less painfull way of losing your money, and 
take up less precious time. 

I speak from experience, for 11 years ago my husband and myself became tenants of 
a service station, and, today, are sadder, wiser, and infinitely poorer. 

My husband had served an apprenticeship to the motor trade, and was ambitious to 
open a small garage. After our marriage we scraped and saved, forgoing holidays and 
the like, and eventually started in business, albeit in a very small way. 

We paid our way and saved our profits, to enable us to buy an established business, 
and with £2,000 we started looking around. Alas, our money, which was enough for 
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a down payment, was not nearly sufficient. We needed as much again to stock a place 
out, and so we turned to the idea of being tenants. 

We contacted a petrol company, and joined the queue of would-be tenants. Eventually 
on one proud and happy day we opened a brand new service station. Our hearts were 
full of gratitude to the petrol company for all the wonderful things they had promised 
to do for us, and with eyes full of stars we started what was to prove the most heart- 
breaking, luckless venture it could have been our fate to do. We would have been 
better with a hole in the head. 

For six months we manned the place ourselves, my husband doing the servicing and 
repairs, and I selling the petrol. 

Open 12 hours a day, seven days a week, in one of the wettest autumns and coldest 
winters on record, with chapped hands and chilblained feet we soldiered on. With the 
help of a woman one half day per week, I also ran the house and cared for my young 
son who, fortunately, was at school. 

Our £2,000 was quickly swallowed up into stock. The weekly petrol bill was £600, 
oil, tyres, batteries, accessories and the odd second-hand car soon took care of the rest. 
The rent was on a sliding scale, £750 for the first year, rising to £975 in the third 
year. Rates, which started at £80 were soon re-assessed at £350 per year. 
Gradually we built up the business and had to employ staff to cope. At the end of 
five years we had a full-time mechanic, a full-time petrol attendant, and assorted part- 
timers for evenings and week-ends. In addition my husband still worked seven days 
per week, and I worked part-time. 

We did colossal business, and in one good year we netted £3,000 in our used car 
sales alone, but still the overheads beat us. Electricity, telephone, staff wages all in- 
creased with every year, until our net profits were nil, and after eight years of sweat 
and toil we started to actually lose money. 

The petrol company who had promised us lock-up garages for renting out, and a host 
of other improvements, did none of these things. 

At a meeting with our auditor, he agreed that the whole thing was an uneconomical 
proposition, and so we decided to cry enough. We simply could not go on losing 
money. 

We gave our notice and the petrol company promised to help us sell our stock to the 
incoming tenant. We had £1,500 stock in trade and were to settle for £700 which 
would pay our outstanding bills. My husband had already obtained a post as garage 
supervisor with a local authority, and we were ready once more to start from scratch. 
Once more the petrol company let us down; they told us that the incoming tenant 
would not need our stuff and told us to clear the place out. It was impossible to sell it 
in the short time we had left, and most of it was dumped on our lawn at home, where 
we sold what we could and the rest of it rotted away. 

We paid as much as possible of our bills, and the rest agreed to wait, all except the 
petrol company, to whom we owed £200. They admitted verbally that we had been 
shabbily treated and even admitted that it was their fault we had not received valua- 
tion and so could not pay their bill, and then proceeded to sue us, threatening us 
with bankruptcy. 

We borrowed from the bank and paid up but did not smile, nor have we smiled much 
since. It has been an upward climb, paying our mountain of debt, and trying to re- 
establish ourselves in what is practically middle age. 

We now know our experience is not unique. All over the country, service station 
tenants are repeating our experience with variations, indeed one of the motoring 
trade papers made a survey of these situations and called it “Despairsville.” 

So if you should call at a company-owned petrol station and think how prosperous 
and busy it looks and you should consider leasing one, think again. There are many 
other ways of investing your money. 


(10) “John” Didn’t Know—But the Oil Company Did 


When “John” took over his service station he didn’t know that he was the 6th 
operator to try to become established there within a period of 5 years, but the oil 
company did. 


“John” didn’t know the economics of service station operations or what profit 
he could reasonably expect from the volume of business that had been handled by 
the service station, but the oil company did. 


“John” didn’t know the overwhelming odds against his chances of success, 
but the oil company did. It was not so much a question of whether he would lose 
his investment, but rather how long it would be before his money ran out. 


If the oil company had been hiring an operator to go on its payroll as an em- 
ployee “John” would never have been hired. The oil company knew that he lacked 
the experience, education, training, and other qualifications that would hold some 
hope for his success. 
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However, as the oil company was neither paying “John’s” salary nor putting 
up the money to start him in business, they encouraged him to try. The oil company 
took “John’s” money, for its gasoline, for stock it provided to him, and for rent of 
the company’s premises. It tied “John” with contracts which enabled the company 
to quickly and effectively terminate any interest “John” had in the premises or the 
business as soon as his money ran out, with a minimum of cost or inconvenience 
to the oil company. 


Executives of one major marketer stated to the Committee that it had been 
the practice of their company “‘to provide a station to anybody that was warm and 
bondable” without regard for any lack of qualifications or possibility of success. 


This is the kind of thing that is happening in a major portion of the 200 to 
300 terminations per year which have taken place in Alberta during the years the 
Committee has studied the problem. 


The Committee is of the opinion that the oil companies for their own advant- 
age, are exploiting many of the persons who become service station operators, and 
the persons exploited have neither the knowledge nor the means to protect them- 
selves. 


The oil companies get paid for their gasoline and the merchandise they supply, 
their brand name is kept before the public, and their outlets are open at minimum 
cost to them, but the unfortunate operator loses the money he has invested and the 
weeks of time and effort he has put in for inadequate pay. 


If the operator had been an oil company employee government laws prescrib- 
ing hours of work and minimum wages would have insured that he got reasonable 
payment for his time and effort. If “John” were investing his life savings in securi- 
ties, rather than in a service station business, he would have had the protection of 
a securities commission which would have investigated what was offered, required 
the vendor to disclose relevant facts, censored and approved the advertising of the 
vendor, and taken other steps to insure that the investment of the purchaser had 
some reasonable prospect of success. 


But because the service station operator appears to be classified in the category 
of an “independent businessman” he is not protected like an employee although he 
contributes his labor in accordance with oil company direction and rules, and he is 
not protected like an investor although his life savings are risked and lost to the 
benefit of the oil company with which he deals. Because he is classified as an “‘in- 
dependent businessman” he has no protection and he is free to enter into contracts 
with the oil company which deprive him of many of his customary rights, no matter 
how harsh or improvident these contracts may be from the point of view of the 
operator. 


(11) Recommendations re Lessee Turnover 


So long as the present system of tied outlets continues to exist, the problems 
of lessee turnover and loss of lessee investment could be reduced by legislation, 
similar to existing securities legislation, requiring disclosure of information for the 
protection of the prospective lessee and investor. 


The oil companies record everything about a gallon of gasoline in the most 
minute detail. The companies constantly assess and review their technology, pro- 
cedures, accounting, data processing, and information retrieval to study and improve 
the economics of producing, transporting, refining and marketing. Although they 
Own service stations and exercise effective control over almost everything that hap- 
pens in a service station, they regard the service station operator primarily as “an 
independent business man” who is a “purchaser” and consequently not part of their 
area of concern. 


The oil companies have given the Committee the clear impression that they 
don’t record many significant facts about service station operators who are their 


Page 334 Part 7 


lessees. Some companies were unable to reply to our questions about when lessees 
commenced to lease, or when they commenced to buy products, etc. When a former 
lessee terminates and a new lessee commences, the vil company is intimately in- 
volved. It has to approve the new tenant as a lessee, it considers whether he has 
sufficient funds for investment and operating capital, it helps arrange for the sale 
of equipment and inventory from the former lessee to the new lessee, and it inter- 
venes to prevent the sale of “goodwill” but none of this information is recorded. 
They don’t record the new lessee’s initial investment and they have no information 
about his loss of investment on termination. 


The oil companies left us with the impression that so far as the companies are 
concerned:— 


(a) operators are expendable; 


(b) the companies have little concern for the operator’s economic or finan- 
cial problems because he is “an independent business man” so they don’t 
record, assess, know or consider his problems; 


(c) if the operator’s problems are caused by oil company policies this is still 
not the oil company’s concern because the operator is an “independent 
business man” who looks after himself; 


(d) the economic consideration to the oil company always overrides any 
human consideration. 


These impressions are confirmed by the actions of oil companies in various 
circumstances. 


If an oil company concludes that it would be advantageous to it if lessees of its 
service stations stayed open longer hours, then the oil company exerts pressure on 
operators to stay open longer hours even if this creates a loss for them. 


The oil company undertakes special advertising promotions and requires its 
operators to bear a considerable portion of the expense thereby increasing their 
costs. 


Some oil companies which stated to the Committee that they could not estimate 
the incomes of their service station operators reported that they based their rentals 
charged to operators on what they considered such operators should be earning. 


One company arbitrarily converted successful lessees who were selling large 
gallonages to commission agents against their will and to their financial disadvantage. 


Oil company policies of “directed buying” and “full-line forcing” clearly benefit 
the oil company but produce little apparent benefit to the public or to the operator. 


The attitude of the companies in various circumstances is illustrated in Chapter 
20 dealing with Enforcement of Contracts. 


The existence of too many unnecessary service stations and high rates of lessee 
turnover and business failures among independents are conditions which facilitate 
control of retailing by the “cartel”. Retailing is the level of the oil industry that nor- 
mally would be the easiest for competition to enter. But competition is not attracted 
unless there is a prospect of profits. The “cartel” with its practical monopoly does 
not want competition. The “cartel” subsidiaries appear unconcerned about lessee 
turnover, and its obvious costs, and appear to be doing little to remedy the 
situation. 


Our recommendations are that the oil companies be required to disclose 
specified information to prospective lessees. To do so they will have to record some 
information and become more aware of some problems of lessees which at present 
do not concern them. 


If the conditions they have to disclose are bad, it may make it more difficult 
for a company to attract lessees. This may induce the oil companies to consider and 
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assess why the provision of factual information might discourage prospective 
lessees. The industry may thereby be encouraged to seek some solutions by con- 
sidering the lessee’s status and improving his freedoms and opportunities. There is 
ample room to improve training which would increase the chances of success for 
many operators. Fewer and larger stations would provide better business opportuni- 
ties and more income for operators. 


The prime purpose of the following recommendations is to provide essential 
information to prospective operators, but a fringe benefit may be to increase know- 
ledge of and concern for the problems of operators. 


Before an ordinary investment or security can be offered for sale to the public, 
the company proposing to sell the investment is required to submit its proposal to 
The Securities Commission which investigates the facts. The company is then re- 
quired to prepare its offer in writing setting out the facts which the Securities Com- 
mission considers the investor should be aware of. Every potential investor must be 
given a copy of this written prospectus so that he is in possession of the information 
which The Securities Commission considers essential before his money is invested. 


Four of the major oil companies operating in Alberta estimated that each of 
their lessees invests from $4,000 to $10,000 in his outlet. For many of these people 
this single investment represents the majority of their life savings. Such an invest- 
ment must be regarded as a hazardous one, because the turnover rate of .service 
stations is 20% per year. The rate of termination in Alberta in 1965 was only 
slightly less than one per day. Yet for this particular investment there is no require- 
ment that the investor be given any information at all. The information provided is 
usually verbal, and some months later when the lessee realizes that his investment 
is being lost there is no means of checking with certainty whether the information 
he received was correct or incorrect, complete or incomplete, or accurate or mis- 
leading. 


Many of the lessee investors are not experienced in this business and do not 
know what information to seek. Most of them should have more information before 
they invest. 


The Committee accordingly recommends the enactment of legislation requiring 
disclosure of information. 


(1) Prior to publication of any advertisement for lessees the oil company should 
be required to submit a copy of the text of the proposed advertisement to the licens- 
ing officer who in his discretion may refuse authorization to the oil company to pro- 
ceed with publication until he is satisfied with the text of the advertisement. After 
obtaining the authorization, the oil company should remain solely responsible, that 
the statements it publishes, in any advertisement for lessees, are true and not mis- 
leading. (Chap. 8(2)). 


(2) The oil company in any case where it controls the premises directly or in- 
directly, should be required to provide prospective investors in a service station 
business, whether as lessees, commission agents or otherwise, with a statement in 
writing entitled “Service Station Prospectus” containing the following particulars 
about that service station: 


(a) the name and address of the service station; 


(b) the name and last known address of each person who has acted as opera- 
tor of the service station during the immediately preceding six years and 
the number of years or months that such person operated the station; 


(c) the status of each operator, whether lessee, employee, or commission 
agent, etc.; 


(d) the gasoline volume supplied by the oil company to that station in each 
calendar year during the six immediately preceding years; 
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(e) the estimated volume of tires, batteries, accessories and other merchan- 
dise sold by the service station, during each year for the six immediately 
preceding years, which estimate may be based on the volume— 

(i) supplied by the oil company to the service station; or 
(ii) sold by suppliers with market access agreements from whom the 
operator was directed to purchase by the oil company; or 
(iii) as estimated by the oil company based on probable sales ratios 
for that outlet; 


(f) the dollar amount of rent received by the oil company from the operator 
of the station in each year for the six immediately preceding years; 

(g) particulars of the capital investment recommended to the operator by 
the oil company, broken down to show the principal items for which it 
is required; 

(h) a pro forma statement of income and expense for the service station, 
based on the oil company’s estimates for the first twelve months of the 
prospective lessee’s occupancy, showing in detail— 

(i) the products to be sold and the estimated revenue from each; and 
(ii) the items of expense and the estimated costs of each; 

(i) the oil company’s estimate of the personnel required to operate the ser- 
vice station based on its anticipated operating hours listing each employee 
required with his hours of work and a brief job description. 


(3) The oil company should be required to file a copy of the Service Station Pros- 
pectus with the licensing officer for service station lessees and to obtain his approval 
of the prospectus prior to approaching any prospective lessee and the oil company 
shall give a copy of the prospectus to each prospective lessee. 

(4) Each time a service station lease is terminated the oil company should be re- 
quired to file with the licensing officer a “Lease Termination Report” in a form 
similar to those prepared by the oil companies for the Committee. 

(5) Each time a service station lease is terminated the retiring operator should be 
interviewed by an inspector of the licensing branch who shall submit a report in 
writing to the licensing officer relating to that termination. If lease terminations 
continue at the rate of slightly less than one per day, such reports could probably 
be handled by a single inspector. 

(6) The licensing officer should keep a separate file or record for each service 
station containing all information pertaining to that station, and the licensing and 
termination of its lessees. 

(7) Any prospective investor contemplating investment in a service station busi- 
ness which is available to lease may inspect the licensing officer’s file containing the 
information relating to that station. 

(8) In the case of a service station where three operators have terminated within 
the immediately preceding six years, the oil company should not be allowed to offer 
it to another lessee, but the oil company may in its discretion operate the station by 
employees or close the station, or make such other disposition of the station as it 
sees fit. In such a case if one or more of the three terminations was due to the death 
of the dealer, the illness of the dealer, the retirement of the dealer, or other appro- 
priate circumstances, the licensing officer in his discretion may authorize the oil 
company to offer the station for leasing. 

The Committee is of the opinion that the implementation of the above recom- 
mendations would lead to a substantial reduction in the rate of lessee turnover and 
the resulting loss and hardship to the people who operate service stations. 

These recommendations may encourage closure of unsuccessful stations for 
which lessees can’t be obtained, or may result in their operation by employees of the 
oil company which owns it and whose products are being sold. 

A lessee about to risk investing his capital will have information similar to that 
which other investors get, and realistic estimates of profits rather than generaliza- 
tions and glowing assurances. 
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CHAPTER 25. TOO MANY SERVICE STATIONS 


1. Too Many Service Stations—Other Jurisdictions 


A considerable body of informed opinion appears to be convinced that there 
are too many service stations. 


Service station operators, all of whom are actively engaged in this business, 
are virtually unanimous that there are at least two to four times as many stations 
as required. 


Oil industry publications contain editorials and articles by various authors 
dealing with “sick stations” and problems created by too many service stations. 


Governments of various countries have been sufficiently convinced of the ex- 
istence of too many service stations in their countries to take action to limit their 
numbers. In the 1967 issue of the National Petroleum News Fact Book at pages 
101 and 102 some of these limitations are referred to. In the United Kingdom 
strict curbs against new service stations are being enforced. In France the service 
station population remained at the 45,000 figure, with the government allowing no 
additions, despite a 7.5% annual volume growth. In Italy the government con- 
tinues to restrict station building except in main towns and on highways. The out- 
look is for continued government restraint on service station building. 


The Monopolies Commission of the United Kingdom after an extended study 
stated in its report at paragraph 414 


“Thus, in our view, the practice on the part of petrol suppliers of acquiring retail 
petrol premises may be expected to operate against the public interest unless some 
limit is imposed”. 


In the province of British Columbia, after a three year study, the Royal Com- 
mission on gasoline price structure reached the conclusion, stated on page 47 that 


“British Columbia is serviced with considerably more gasoline outlets than is actually 
required by the motorist at this date and this results in an excess quantity of re- 
sources being employed in the distribution of gasoline.” 


“The oil companies have invested considerable sums of money, not only in lessee 
operated service stations, but also in advances to independents. Bearing in mind the 
low average gasoline sales of many of the lessee dealers and of the independents 
ie hab by oil companies, my view is that there is over-investment in retailing 
acilities.” 


At page 48 the Commissioner stated: 


“I recommend that a ‘rest’ be taken for a period of at least five years in the construc- 
tion of additional service stations; the licensing authorities in British Columbia would 
appear to have the power at present to carry out this recommendation.” 


At page 49 he stated: 


“I believe the subsidization of lessee-operated outlets is against the public interest 
and constitutes an unfair practice at the wholesale level; it should come to an end.” 


Oil industry publications recognize the existence of problems arising in con- 
nection with excess numbers of service stations, as indicated by the following 
quotations. 


In the National Petroleum News of August 1964 the Assistant Editor Allan 
Sosenko wrote an article entitled “The Unseen Danger of Sick Stations”. The fol- 
lowing quotations are taken from that article. 


“Dealers, who can cite the industry’s sorry turnover record—around 27% annually 
since the American Petroleum Institute started keeping score in 1960. Marginal out- 
lets seem to be both a cause and a symptom of dealer turnover—perhaps the market- 
ing industry’s No. 1 problem. (Responsibility for dealer turnover is a growing moral 
problem, drawing heavy criticism, much from outside).” 


“Overbuilding, long a hot industry topic, is often cited as a basic cause of sick 
stations. The charge is most often made in metropolitan markets. One estimate is that 
Detroit could do well with one-third fewer stations than its 3,900-unit total. Chicago 
is 25% overbuilt, a local marketer says. ‘Too many stations,’ is the pure and simple 
cause of marginal outlets, a dealer spokesman thinks.” 
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“Few companies adhere to strict gallonage lines, but all marketers know how low 
gallonage can get before a station falls into the marginal-outlet class. 

The cutoff point varies from company to company. A 20,000-gal.-a-month station is 
mere for some in big-city markets. But a 20,000-gal. station can be a shining star 
or others. 


A few companies have a flat policy of closing stations whose gallonage falls below a 
specified level. One, for example, will close all stations selling less than 7,500 gal. a 
month. Another closes all ‘conventional’ stations with less than 7,000 gal. monthly 
throughput. 


If absolutes are avoided, most companies apply rule-of-thumb gallonage criteria that 
influence their marginal-outlet thinking. The range for minimum profitable operation, 
assuming proportional related business and no other deficiences, is from 90,000 gal. 
to 120,000 gal. annually. 


‘If you’ll just put the arithmetic to a 10,000 gal. a month station, you'll see it just 
isn’t attractive for a capable dealer,’ says a marketing VP. ‘And if you can’t keep a 
dealer in a station, it’s not going to be profitable.’ 


A gallonage review is often the starting point for further inquiry into an outlet’s 
economic state. Many companies have a policy of formally reviewing all outlets that 
fall below a predetermined gallonage level. Phillip’s marketing management reviews 
all stations that drop below 10,000 gal. a month, requiring field salesmen to file writ- 
ten reports. Unless gallonage improves, or there are mitigating factors, most of these 
stations are closed. Others, like Cities Service and Mobil, review all stations pumping 
100,000 gal. a year or less. 


Two significant factors limit the application of gallonage criteria. First, for as many 
stations applicable under the ‘rule’, there are as many that don’t qualify. 


Acceptable gallonage in rural areas is usually substantially lower than in urban areas. 
A solid rural station could well qualify as a ‘dog’ in a metropolitan market. Phillips’s 
10,000 gal. minimum applies only to big-city stations. Elsewhere it considers 6,000 
or 7,000 gal. a month often capable of supporting a dealer. Sunray DX holds to the 
10,000 gal. metropolitan minimum, but has found profitable small-town outlets hand- 
ling only 5,000 gal. a month. 


Companies also recognize a difference between an absolute minimum gallonage figure 
and a desirable minimum. One company thinks of 100,000 a year as rock bottom, 
but 150,000 gal. as the desired minimum. This brings in other factors. 


The station moving 100,000 gal. could be a money-maker if non-oil lines sell well. 
And the 150,000 gal. station could be the real marginal outlet, if business begins and 
ends with the world gasoline. At least one company says it has a number of border- 
line cases with volumes of about 250,000 gal. 


Because of the many variables, gallonage analysis defies broad guidelines. But it 
stands as an important indicator—the first red light on the marginal-outlet road— 
and a key element in the overall profitability check.” 


In the same August 1964 issue of National Petroleum News, the editor Frank 
Breese wrote a special editorial excerpts from which read as follows: 


“Marginal outlets . . . , were the oil industry’s weakest line of defence — an open 
invitation to local state or federal regulation.” 


“To clean up the marginal station mess, more stringent standards must be adopted. 
More subpar stations must be liquidated. Others must be upgraded—in more imagina- 
tive, and ambitious ways. Still other solutions must be found. The existing 
approaches haven’t done the complete job.” 


The Oil & Gas Journal in an article entitled “Why Do Service Stations Fail?” 
read in part as follows: 


“The 30% mortality rate among service stations across the nation is one of the most 
acute and expensive problems facing oil industry marketers.” 


“These economic sore spots in the marketing section of the oil industry were dis- 
covered in an exhaustive study by Dr. Lloyd R. Saltzman of the University of Tulsa’s 
marketing department and his 17-man class in market research.” 
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“Saltzman observed that despite the great sales potential of products and services 
sold in service stations about 3 dealers out of every 10 will leave their stations each 
year.” 


“Often the same station has a turnover of two or more times a year while many 
stations have no turnover. ‘Nevertheless the number of terminations is excessive,’ the 
researchers reported. ‘In each case the cost to the dealer and to the parent oil com- 
pany is high and almost impossible to measure—when one considers the loss on the 
original investment, the loss during time that the station is closed, and cost of finding 
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a new lessee and getting him started in the business properly’. 


“The Saltzman report showed that 90% of the terminees leased their stations from 
oil companies rather than owning them. Nearly 80% had at least one competitor 
within a block and about 32% had three or more competitors within a block. 


Saltzman pointed out there’s a growing complaint from dealers that far too many 
stations are being opened. He said that reports from the U.S. Department of Com- 
merce indicate that the number of service stations in the U.S. has increased by about 
50% during the past 8 years. About 40% of the stations surveyed by Saltzman had 
been open less than 5 years.” 


The problem of our Committee was to determine whether there were too many 
service stations in Alberta, devise some means of measuring the extent of excess 
capacity, if any, ascertain what problems over capacity creates and for whom, and 
to recommend solutions that appear practical. 


(2) Too Many Service Stations—Views of Alberta Operators 


Every motorist has observed the boarded up service stations in Alberta com- 
munities and along Alberta’s highways which are mute testimony of oil company 
policies of over-building. 


Although it is obvious to most observers that there are too many service 
stations, there are frequently difficulties in measuring and proving the obvious. 


Our first approach was to obtain the opinions of service station operators actu- 
ally engaged in the business of gasoline retailing. 


Our first pair of questions were intended to indicate whether service stations 
were operating below their physical capacity, and if so by how much. Question 39 
of the service station questionnaire asked “What was the daily average gallonage 
you sold last year?” and question 40 asked: “What was the maximum number of 
gallons you have ever sold in one day?” The maximum actually sold may be well 
below the physical capacity of the station, but it does give an indication of whether 
more sales could physically be handled than the daily average. 


510 operators replied and on the average the sales they made on their maxi- 
mum day exceeded their daily average sales by 314 times. The answers to these 
questions are summarized on Table 90. 
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Table 90. 


Maximum Gallonage Sold on One Day Compared with Average Daily Gallonage Sold 


Number of 






























Sample Area Replies 
SASS PTO essa easton con paesu nora essceseuserecsasnsto=sassnevees 4 
Bashaw ....-...---- a 
Black Diamond 3 
Bow Island . 6 
Blairmore ..... 13 
Boyle ...... 1 
Castor . G 
Consort .. 5 
Cochrane i! 
Camrose ..... 9 
Coronation” 2222 6 
Calgary—McLeod Trail 25 

‘ —17 Avenue . 12 

—wNorthwest . 22 
~ —Downtown .... 5 
' —Elbow Drive . It 
IDG Wen hire: = cececec ce eee oes 2 
FLGS ORD sce ae csceee eee eee 13) 
Edmonton—Calgary Trail . 24 
—109 Street .......... 15 
—97 Street North 15 
—Downtown. .......... 16 
—Miscellaneous 
ilbersiieie 2.2.5 nce tees 
Falher  ........ 
Forestburg ... 
Grand Centre . 
‘Granum 


Grande Prairie 
Hinton 22. 
Hardisty =e 
Lac La Biche 
Lethbridge 
Manning ....... 
McLennan 
Mayerthorpe 
Magrath .......... 
Medicine Hat 
Nantone 


Oyen) “ac... 
Peace River .... 
Picture Butte 
Pincher® Creek 2:<2.-----s---= 
Rocky Mountain House 
Rede Deercc.--.-fiecs.te- ee 
Spirit River . 


STL Deere 
Stettler ..... 
Sylvan Lake .. 
SUMS eee 
Tabert..s. 2. 
Three Hills .... 
Turner Valley 
Two Hills ..... 
Viking .... 
Viuleanyee- 
Willingdon . 
Walnyirient, is ae Be ene eee 
Highway #1—Canmore, 
Gap Lake, 
Morley a .2f3see- 2c. Sien ete. 
Highway #2—Crossfield, 
Airdrie, 
" ESL ZAIO ee craccses cae crauwscenn sktaccsessecessavevecetisamanet 
Highway #3—Coaldale, 
P Cranford, 
Barnwell, 
Waber: (03.828 .2c tas eeiks. Sie aso oa 
Highway #16—Mannville, 
Vermilion, 
Minburn, 
Innisfree, 
Viegrev lle fh 2 fcc cecs rier cee recess ste os 
Highway #34—Sturgeon Heights, 
Vege ete Crooked Creek, 
Debolt, 
Bezanson, 
Grande Prairie: -:.2.2..-28s t-te a 


BU YA Tes Bess Soa rears eases ase as ee nee < xa edue- oof see stcebvade ese 
Average Ratio for Alberta ...... 
Average Ratio for Edmonton 
Average Ratio for Calgary 


Source: Service Station Questionnaires, Question 39 and 40. 
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Even in the case of the highest volume most efficient stations in Calgary and 
Edmonton the answers indicated they could handle twice as much gallonage as their 
daily average, as indicated by the following examples: 


Table 91. 


Sales on Maximum Day compared with Sales on Average Day 


Station 
In Gallons Ratio Annual 
40/39 40/39 Gallonage 
3000/1310 25 435,000 
3000/1370 2, 513,000 
4500/1650 27 583,000 
3000/1500 2.0 457,000 
3200/1521 2-1 524,000 
3536/1850 1-9 582,000 
Total (2 See Ae 20,236/9201 3,094,000 
Weighted averdge* osn<0e. i. 25.42 fee oe eee 2.2 516,000 


Source: Service Station Questionnaires, Questions 39 and 40. 


Based on observations of service stations during their peak hours— 
(a) Gallonage in such peak hours is double the daily average, 


(b) 21% of employee time during the peak hours was spent waiting for 
gasoline sales, 


(c) less than 5 pumps in 10 were in use at any given time during the peak 
hours. 


The Edmonton early closing by-law permits a limited number of stations to 
be opened on Sunday in rotation while requiring all other stations to be closed. This 
situation provides a factual comparison for each individual station between its nor- 
mal daily gallonage, and the gallonage it is actually able to dispense when some of 
its competitors are closed. 


Question 42 of the service station questionnaire asked: 


“Do you have a day when you are open and some or all of your competitors 
are closed (e.g. Sunday rotation) ? 


(a) if yes—what is maximum gallonage you have sold on such a day? 


(b) if no—what gallonage do you estimate you could sell on such a day?” 
The answer to question 42(a) reflects actual experience, the answer to question 
42(b) is an estimate, and in either case conclusions can be drawn by comparing the 
gallonage with the daily average gallonage obtained in answer to question 39. 


142 service station operators with actual experience answered question 42 (a) 
and 317 operators made estimates in answer to question 42(b). The answers of 
those with actual experience corresponded reasonably closely with the answers of 
those who were making estimates, who tended to be more conservative in their 
estimates than the results from actual experience. 


For the province as a whole, the answers based on actual experience indicated 
that the average service station could serve 314 times as many cars or customers 
as it serves on its daily average, while the estimates indicated 212 times. 
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Table 92. 
Maximum Gallonage Sold on a Rotation Day compared with Average Daily Gallonge Sold 


Sales on Rotation 
Day Compared With 

























Number of Sales on Average 
Sample Area Replies Day, Ratio of Totals 
PBST Wigan a cscs 8 case Senne sce ce sacsuseasndesentene 2 4,44 
Bow Island . 4 3.22 
Blairmore at aG 
Boyle 1 6.36 
Castor 2 6.57 
Consort 1 1.67 
Cochrane 3 2.90 
Camrose 9 5.00 
Coronationwr 222. i 6.45 
Edmonton—Calgary Trail tS) 4.53 
—109 Street ...... a2 3.18 
—97 Street North 13 4.18 
—Downtown. ......... QD 2.88 
—Miscellaneous al 2.50 
Halher= 2229 2 eee ss pl 5.26 
Grand Centre 3 1.84 
Grande Prairie 38 2.26 
Hardisty .... 3 aire 
Lethbridge 2 LATE 
Manning ....... 2 4.65 
Mayerthorpe .. I: PROB’ 
Medicine Hat 2 alent 
Qnoway = s6 2 3.87 
PCAC) EU LV Cr MR scatter cs eee le Ss cB eee coca: Dees 6 3.05 
Rocky MountainwOUS@: Sees eee ee 2 1.92 
Red. Deer =e ae ae all 2.50 
Stettler ........ 5 2.00 
Sylvan Lake iG 2.47 
Sundress. 3 2230 
Three Hills 5 5.40 
Viking 3 1.74 
SVV ea ra yrs Ha ees ee er 6 LSE 
Highway #3—Coaldale, 
Cranford, 
Barnwell, 
pL BD CY tiara Sere epee tious ete lee Asters sctotases al 2.65 
Highway #16—Mannville, 
Vermilion, 
Minburn, 
Innisfree, 
Wieerevillei 2 sxe cession sesso eres ell 2.50 
Highway #34—Sturgeon Heights, 
Crooked Creek, 
Debolt, 
Bezanson, 
Grandem Prairie pccsets- ee a eee 4 2250) 


MUS ALZN Ey aR Tie EA DRS eee Dovey se neee hawk ey Oar peer et Conese 
Average Ratio for Alberta ..... 
Average Ratio for Edmonton 





Source: Service Station Questionnaires, Question 39 and 42(a). 


Table 93. 


Operator’s Estimate of Maximum Gallonage that could be Sold if a Rotation Day were available 
compared with Average Daily Gallonage Sold 


Operator’s Estimate of 
Sales on Rotation Day 
















Number of Compared With Average Daily 
Sample Area Replies Gallonage, Ratio of Totals 

BSE Wears ce see parce een wos ea a Sa tun alsa cates ae aSusenbasedceessivers 5 6.30 
Black Diamond 2 Pr ales} 
Bow Island ..... 3 6.97 
Blairmore ala 3.80 
Boyle al 2.34 
Castor .. b) 9.35 
Consort ... 4 4,94 
Coronation 5 4.83 
Calgary—McLeod Trail 19 1.83 
—17 Avenue .... 2) 2.94 
—Northwest 20 1.56 
—Downtown 5 1.14 
—Elbow Drive 10 2.25 
Derwent J25.25.. see al 6.06 
ISOM Soseeeceectersctesese steeds 14 3.10 
Edmonton—Calgary Trail Xe 2.14 
—109 Street .......... 3 1.78 

—97 Street North 2 0.79 
—Downtown ... 5 1.46 
Miscellaneous eis. tt ee, eee ee ce 2 7.26 
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Operator’s Estimate of 
Sales on Rotation Day 







Number of Compared With Average Daily 
Sample Area Replies Gallonage, Ratio of Totals 
Ellerslie: 03525. feesmaeeerste 2 -seatte eo evgowsnee 1 4.92 
Falher sc. ceeee Bcc seepe ae ieee eeence sense 3 6.67 
Forestburg .......- Peto 6 3.61 
Gram!” Cembre are asanerocceensancessecenat es 5 3.58 
Granumy | ...5)..5, 2 1.39 
Grande Prairie .... 2 Hy 3.03 
BY iritory eae eee ane tances a bees epee cinip on cee 8 235: 
Lac La Biche .. 3 1.62 
Lavoy is... sac meee 12.50 
TeethiriGge fe ecenc castes cee see esr eases res gcse enone eae ih 3.55 
Merri ee eae arg ce pce ce mea eae een 3 3.85 
McLennan: scons crest va races pe ee soem aera see ewey ames aan 2 2.20 
Mayerthorpe eee) 2.47 
Mea errant ooo acer ee eee ne ee ee ee tel sexes 2 3.86 
Medicine: lat) 2.2oe2ptecssaacs en nccenane sav ncaa eco wees errr none ahi 2.80 
Namiton, -:25—--s- se 5.27 
Peace RAVE? os cccsecctccaceciceseccoeoeneepaginen ete palpi re mierates 5 3.15 
Pleture Butte  ..2cccscciicceccqpeasenceerte-sseenssonnan cer esy ges -asseaseeos 1 1.90 
Pincher ‘Creek: a. sits eccvic sorts accu cuete oreeee mem eae onaeeonrncseseeae 8 4.71 
Rocky Mountain House .. oe ae 1.86 
Reéd Deer .ccexee we seass, LOE 1.69 
Spirit River 2.t..c..cccssecesecacsensenescensennsneprosmnonnannenenencamunnen=s 3 2.56 
Smith) 22-28 -ee mien me 5:72 
Stettler’ -\...ssc== nae 3.14 
Sylvan Lake .... Se BL 3.08 
FeTTo ha = ag ep ae eae com ele ops el nee 2 10.27 
PY RNP acs sot ae Seas et cae daa ls ose wasena poreemecerermnemvoemens 6 2.39 
Turner: Walley po cece sens semen neces ensecweeenereetressonnso-eseessuonn 2 1.14 
Viking scenes eeee ES 4.67 
Vulcan asso cae OES 4.43 
Wrealtiverigtit secs Bete scenes cccteteaeeas nan dnsuetey sviemesmoneven 6 1.22 
Highway #1—Canmore, 
Gap Lake, 
MOPS Se 5 cease cate wseten-vacsatens cocnaverresneneccranss = 4.15 
Highway #2—Crossfield, 
Airdrie, 
Boal 20 0 0s eces rae cease soe ea enemas wate yas 4.73 
Highway #3—Coaldale, 
Cranford, 
Barnwell, 
Bg ere ie Sa OS ee 4 re Gf 
Highway #16—Mannville, 
Vermilion, 
Minburn, 
Innisfree, 
VeGPOV IG | ec a Werner en 2.91 
Highway #34—Sturgeon Heights, 
Crooked Creek, 
Debolt, 
Bezanson, 
Grandé Prairie j= = hee 5 2.44 
TOTAL ROB By antennae se ces eee . 317 


Average Ratio for Alberta .......... 2.59 
Average Ratio for Edmonton .e 
Average Ratio for Calgary 





Source: Service Station Questionnaires, Question 39 and 42(b). 


Question 43 of the service station questionnaire read as follows: 


“43. If some competitors in your area were closed making more customers with the 
same buying habits available to your station, estimate the maximum gallonage 
per day your station could handle without reducing the existing quality of ser- 
vice to customers— 


(a) with no changes in staff, hours worked, hours open, or physical 
Pa GHA ROS sg 


(b) by increasing staff, adding pumps, and improving facilities and service to 
such extent as is reasonably possible having regard to all circumstances 
including the laws of your locality ——.____________ 7 


The answer to question 43(a) is each operator’s estimate of the additional 
business his station could handle without reducing quality of service to customers 
and with no changes in staff, hours or facilities. 


470 operators replied and were practically unanimous in indicating they could 
handle additional business. 


Throughout the province, the average station indicated it could handle 2% 
times as much ‘business as it now handles without reducing quality of service and 
with no changes in staff hours or facilities. The answers are shown in Table 94. 


Table 94, 
Operator’s Estimate of Maximum Daily Gallonage that could be Sold without changes in Staff 
and Facilities compared with Average Daily Gallonage Sold 


Operator’s Estimate of 
Sales Without Changes in 
Staff and Facilities 












































Olds “2.2 
Onoway ...-. 
Peace River ... 
Picture Butte .. 
Pineher ‘Creek <.22.4=.- 
Rocky Mountain House . 
Red, Deer isc. 
Spirit River 
Smiths: 


H 


bh 


Number of Compared With Average Daily 
Sample Area Replies Gallonage, Ratio of Totals 

Bassano 9x. te ee AN es WA a kB. ee. fj 1.30 
Bashaw_ ..........--.- vd 4.78 
Black Diamond 3 PIN, 
Bow Island ...... 6 5.14 
Blairmore ... 1 3.53 
Boyle ..... 2 7.98 
Castor qT 3.85 
Consort. .... 5 2.30 
Cochrane ey 2.67 
Camrose ..... 9 4.84 
Coronation ye eae 6 2.88 
Calgary—McLeod Trail . 24 1.88 
—17 Avenue ...... 12 3.25 
—wNorthwest .. we, 11 
—Downtown ... 4 .64 
—Elbow Drive ... = sll -78 
—Miscellaneous ak 02 
Derwent 22.8 ae 2) 84 
N20 A109 o uae eae ear ee eee 14 63 
Edmonton—Calgary Trail or PR Bee) 
—109 Street ........... meres 90 
—97 Street North wee 15 99 
—Downtown. ........... 14 noo) 
—Miscellaneous ee} 61 
FO Mens ic iares ccs c ence cee ceesenstn = al 92 
Falher? ==. S 4 67 
Forestburg ..... LG a3 
Grand Centre 3 70 
Granume= 2 .87 
Grande Prairie ay 26 
Ebinton gee 9 10 
Hardisty = 3} 53 
Lac La Biche ... 3 27 
ILAVOY oceans: 3b 50 
Lethbridge 19 18 
Manning ...... 5 54 
McLennan ... 2 3 
Mayerthorpe . 4 2 
Magrath ......... 1 9 

Medicine Hat 18 

Nanton) 2-5 7 

al 

3 

1 

al 

8) 

1 

8 

3 

3} 

6 


YNOWN AH WHOA 


= 
PATON E ANTON ANNNUNNANANEORONBYNNNENTNABEH HN NOREEN 





Stettler ........ all 
Sylvan Lake . 8 
Sundre .......... 5 : 
Tabers:.-228 6 2 
Three Hills ... 5 7 
Turner Valley 2) 7 
wo Hills ©... 6 7 
Viking ...... 6 6 
Witileanues bi) 2 
Willingdon 2 al 
Wainwright .. oe IZ 8 
Highway #1—Canmore, 
Gap Lake, 
IMEORT OY)” Meccan czctav creer tcgtane cp eccse tac stoscesre crac tes 3 1.75 
Highway #2—Crossfield, 
Airdrie, 
Baa eo eee essa seceecarucdedee rerene eee see 3 dE (3) 
Highway #3—Coaldale, 
Cranford, 
Barnwell, 
BG BSH] 02 6! Gere ae eer PRE rere es pam 2 By) 
Highway #16—Mannville, 
Vermilion, 
Minburn, 
Innisfree, 
WiGerey ile ever ssacs cosendaenepec ese eserceatetencnteas 10 2.09 
Highway #34—Sturgeon Heights, 
Crooked Creek, 
Debolt, 
Bezanson, 
Gremie PYalrie isso eee 0 2.05 


SE INDIAN B68 381 DH Sd DA OS Tp eek 5 ee ern eee cea ea 
Average Ratio for Alberta ..... 
Average Ratio for Edmonton .. 
Average Ratio for Calgary 


Source; Service Station Questionnaires, Question 39 and 43(a). 
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The answer to service station questionnaire 43(b) compares the gallonage 
each service station operator considers he could sell through his station by increas- 


ing staff, adding pumps, and improving facilities. 


432 operators replied. Throughout the province it appears that the average 
station considers it could handle more than four times its present average daily 
volume by making reasonable changes in his staff and facilities. Particulars of these 


replies are detailed in Table 95. 


Table 95. 


Operator’s Estimate of Maximum Daily Gallonage that could be Sold with changes in Staff 

and Facilities compared with Average Daily Gallonage Sold 
Operator’s Estimate of Sales 
With Changes in Staff and 


Facilities Compared With 
Average Daily Gallonage, 


Number of 


Sample Area Replies 
| SCT-L Th eo Ipereenentenin {= “Fe,” las Se anNPEeS ES RPE ITER SS -nEO Scere ea eecaaeooe Te 
Bashaw> 2025.2.55 7 




































Black Diamond 
Bow Island ........... 
Castor” = 
Consort .... 
Cochrane .. 
Camrose ...... 
Coronation. (eo -2..ceeeeeaes 
Calgary—McLeod Trail ... 
—l17 Avenue ..... 
—wNorthwest 
—Downtown 
—Elbow Drive ..... 
—Miscellaneous 
WASON. ese ee ener 
Edmonton—Calgary Trail 
—109 Street ......... 
—97 Street North 
—Downtown ........ 
—Miscellaneous 
Ellerslie @222=.. £222 o3 ee 
Malher. 422. 
Forestburg ....... 
Grand Centre 
Granum) —....... 
Grande Prairie 
Hinton s2e.—0 
Hardisty 
Lac La Biche 
Lethbridge .. 
Manning .. 
McLennan 
Mayerthorpe 
Magrath ...... 
Medicine Ha 
Nanton 
Olds... 
Onoway 
Peace River .. 
Picture Butte 
Pincher Creek ........... ai 
Rocky Mountain House 
Reds Deer as Fees 
Spirit River 
fsisehQdo es 
Stettler : 
Sylvan Lake 
Sundre _ ..... 
Taber ..... 
Three Hills .... 
Turner Valley 
Two Hills .. 
Viking ... 
Vulcan 
Willingdo: 
Wainwright 2226-5... aes ee eee Pee 
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Part 7 


Operator’s Estimate of Sales 
With Changes in Staff and 
Facilities Compared With 
Number of Average Daily Gallonage, 


Sample Area Replies Ratio of Totals 


Highway #1—Canmore, 
Gap Lake, 
TNL O NT ON eet case ese oes area ee cae ee 3 
Highway #2—Crossfield, 
Airdrie, 
MB UZ C racers pense a ces esas epee 2 
Highway #3—Coaldale, 
Cranford, 
Barnwell, 
TADRST OY 59 Ot en ane Rees Bee enn ae eee 2 
Highway #16—Mannville, 
Vermilion, 
Minburn, 
Innisfree, 
MEDTOVINGIs 28 eer ei ee, @ YS 
Highway #34—Sturgeon Heights, 
Crooked Creek, 
Debolt, 
Bezanson, 
Grandew Prairie ee eee ee tO) 


OAT LES mee wees .- 432 

Fo hes GaN eCeTOM SBE STG) LR) oy S00 1 012) al os NN Om nee a RPE SO. RI rte eR rr 
Average Ratio for Edmonton = 
Vera re Ratio et Ore: Cal Sa ry eases Faeroe sag ee eshte sateen bce ee aa ae nan Sse Sate Ss 


Source: Service Station Questionnaires, Question 39 and 43(b). 






7.18 


4.42 


In the service station questionnaire Question 44 and 46 read as follows: 


“44. On the average, how many customers per day do you serve with gasoline?” 


“46. Estimate the maximum number of customers you could handle with no changes 


in staff, hours worked, hours open, or physical facilities.” 


536 operators replied to this question. Throughout the province it would appear 
that the average service station considers it could serve 24% times as many custo- 
mers as its daily average with no changes in staff, hours or facilities. Particulars 


of these answers are shown in detail in Table 96. 


Table 96. 


Operator’s Estimate of Maximum Daily Number of Customers he could handle without 
changes in Staff and Facilities compared with Daily Average Number of Customers 


Operator’s Estimate of Maximum 
Daily Number of Customers He 
Could Handle Without Changes in 
Staff or Facilities Compared With 

























Number of Daily Average Number of 
Sample Area Replies Customers, Ratio of Totals 

Sei 05 ek) 1c a ee Ne ee Rees Ree oe ee eee eRe. Be vl Dek 
Bassano ... 4 1.80 
Bashaw ie 4.64 
Black Diamond 3 2.36 
Bow Island =.2:222 T 2.97 
Blairmore .. 13 2.07 
Boyle ....... 2 Gea 
Castor ae 2.70 
Consort ... 5 2) PP) 
Cochrane 3 3.30 
Camrose 3) 3.68 
Coronation 27 se ee 6 2.40 
Calgary—McLeod Trail . at, 2.06 
—17 Avenue ... 12 2.43 
—Northwest ..... a 25 Be Oils 
—Downtown ..... bs 8 2.26 
—Elbow Drive 11 1.62 
DICEWEING.) Zistaceeuesre es 3 3.86 
MUCSOT nce eeccsasg ease tee = Lo 3.38 
MdmmontOn—=Calear y) Ta oy uccesceccescnceececten-nsek dansesenenae Gers 2p mcs 
—109 Street ........ pissqueneel AS} Alexe 

—97 Street North . Pare, aes 1.81 
—Downtown ........ alk) 2.81 
—Miscellaneous 3 Ae?) 

3 OUD 5G) bes serene mes Sen ers af 4.90 
Falher ..... 4 2.62 
Forestburg .... 6 4.89 
Grand Centre 8 2.64 
Gran ere £3} 11.00 
Grande Prairie Ales 2.09 
EDintom eee {3) 2.05 
Faris ty pesesr= irtaiets) 2.81 
STE CPUS Oe EST Ch Cite sed ate eae epee eee tere a wee conus; cus were sen cd. ae 5 2.48 
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Operator’s Estimate of Maximum 
Daily Number of Customers He 
Could Handle Without Changes in 
Staff or Facilities Compared With 











Number of Daily Average Number of 
Sample Area Replies Customers, Ratio of Totals 

Lethbridge .. 22 2.01 
Manning ...... 5 197 
McLennan .... 2 4.41 
Mayerthorpe 4 1.84 
Macrath 3 213 
Medicine Hat 19 1.90 
Nanton ....... q 4.04 
Oldsi25 4 3.36 
Onoway . 4 3.75 
Oven: <.22.55: 4 3.21 
Peace River .... a le 1.94 
Picture Butte .... rl 2.33 
Pincher Creeks a, ry) 4.12 
Rocky Mountain House la 2.35 
Red : Deet ajc. see ee 17 2.30 
Spirit River . 3 3.78 
Smith cae 4 3.77 
Stettler [2, = 16 ps beg 
Sylvan Lake .. eS 2.43 
Sundrev.. oe WS 4.18 
Taber eecesens 6 2.40 
Three Hills .... 5 4.15 
Turner Valley 2 2.81 
Two Hills ........ 6 2.69 
Viking’... 6 3.77 
Vulcan <2... 5 5.34 
Willingdon ............. 4 6.91 
Wainwright pe sk ee Se 12 2.47 
Highway #1—Canmore, 

Gap Lake, 

WL OVIGY oaoe acer eee ee ee =e LE 2.30 
Highway #2—Crossfield, 

Airdrie, 

Bal Zee: «s.cccsssctcs ea de, FAG 2.72 
Highway #3—Coaldale, 

Cranford, 

Barnwell, 

Deber LAL eke tect tate tenes 4 3.75 
Highway #16—Mannville, 

Vermilion, 

Minburn, 

Innisfree, 

Weereville nctccsot eo eee 10 2.00 
Highway #34—Sturgeon Heights, 

Crooked Creek, 

Debolt, 

Bezanson, 

Grande | Pr ALrle oars act ee 10 2.48 
TOTAL -REPLUESM 
Average" Ratio! for VAlberta: Mieawee 2.34 
Average Ratio for Edmonton 2.00 
Average Ratio@tor (Calgary) see 1.96 


Source: Service Station Questionnaires, Question 44 and 46. 


Question 48 of the service station questionnaire read as follows: 


“48. Could fewer stations handle the gas and services required by the public in the 
area in which you compete?” 
Yes No 


480 operators answered this question, and they were unanimous that fewer stations 
could serve the requirements of their respective areas. 

Referring to stations with which the operator was in direct competition Ques- 
tion 49 then asked: 

“49, Estimate how many of these stations could close without reducing the quality of 
service available to individual customers.” 

The 482 operators who replied estimated that on the average nearly 50% of their 
direct competitors could close without reducing the quality of customer service, as 
indicated on Table 97. 


The conclusions from interviewing service station operators appear to be 


(a) they are practically unanimous in their opinion that there are too many 
service stations; and 


(b) they consider there are from two to four times as many stations in Al- 
berta as are required. 
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Table 97. 


Percent of Competitors who could be Eliminated Without Reducing the Quality 
of the Present Service 











































Number of Percent to 
Sample Area Replies Be Eliminated 
PEACE Wee Cee ban sce tlt eee Oe BEES AEN EE ey PRP POR ERE A See ERE 4 50% 
Bashaw .....- s 7 62% 
Bow Island - 0 38% 
Blairmore ..... 14 42% 
Boyle ......- all 75 % 
Castor "f 52% 
Consort 5 65% 
Cochrane . 3 100 % 
Camrose .... 2) 32% 
Coronation 6 50% 
Calgary—McLeod Trai 23 47% 
—l17 Avenue ..... 10 42% 
—wNorthwest ... 22 50% 
—Downtown ..... 5 45 % 
—Elbow Drive . 9 36% 
Derwent jee cones 2 50% 
FCGSON, ere ee eee 14 44% 
Edmonton—Calgary Trail 15 16% 
—109 Street ....... 8 42% 
—97 Street North . =} 49% 
—Downtown. .........- at gt 42% 
—Miscellaneous heed 48% 
Bilersiie: $2028) 22e 1 40% 
Falher ..... 4 45% 
Forestburg ... 6 57% 
Grand Centre . 8 54% 
Granumi pss 3 83 % 
Grande Prairie 15 28% 
Eiri tone eee 9 40% 
Hardisty: ==. 2 15% 
Lac La Biche . 4 55% 
Lethbridge 22 41% 
Manning .... 5 43% 
McLennan .. 2 100% 
Mayerthorpe 4 25% 
Macrath) —22——— 4 60% 
Medicine Hat 20 47% 
Nanton =...- fs 44% 
Oldsae— 5) 47% 
Onoway 4 73% 
Oyen) = 8) 79% 
Peace River .. 9 39% 
Picture Butte . a 100% 
Bincher ‘Creek s.r 9 51% 
Rocky Mountain House 10 46% 
RedgDeery Saree See, 16 42% 
Spirit River 3 67% 
Smith) 2225) -2 3 80% 
Stettler ...... 16 47% 
Sylvan Lake ... 8 57% 
Sundress. 5 42% 
Maer a2. 4 52% 
Three Hills ..... 5 55% 
Turner Valley 2 63% 
Two Hills ....... 5 58% 
Viking ..... 5 57% 
Vulean ..... 5 50% 
Willingdon . A 47% 
Wialnwiichtpmeee..20 0a. cami s. 2S Ve ee Pee he) ees 12 49 % 
Highway #1—Canmore, 
Gap Lake, 
IMO Tey ye eos ree a ea eros cess 6 45 % 
Highway #2—Crossfield, 
Airdrie, 
latent Ko See en eee Bet ees ROA ee, 6 59% 
Highway #3—Coaldale, 
Cranford, 
Barnwell, 
Aya se Cente ae tL eee 3 50% 
Highway #16—Mannville, 
Vermilion, 
Minburn, 
Innisfree, 
Vegrevillefy. 292 222..5... ees 9 64% 
Highway #34—Sturgeon Heights, 
Crooked Creek, 
Debolt, 
Bezanson, 
Grande Prairie. cx ticeseccvensacsccsstoeoswes 10 47% 
PLO) AT EES LE Sis ccacceras St sav ap sacscoaksae an coticrencessastewacaseges 482 
Average Percent Tor Alberta ccctcesccectrercsceecctccecoscdetesssvsre-eresteaces - 46% 
Average Percent for Edmonto [ese - 53% 
PAVET a Sea Clee te LOrm Calgary srsccsmmees cet asttee: tees scneae. te ose ctcnsfenateaet-sucrsstcentnesenntcucesennbeusassusteccsvesss ise 48 % 


Source: Service Station Questionnaires, Question 47 and 49. 
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Table 98. 
Over Capacity Ratios, 1965 


Comparison of 


Question Numbers Edmonton Calgary Alberta 
40 /39 Maximum gallonage sold on one 
day compared with average daily 

gallonagel sold sa eee 3.43 2.46 3.26 


42(a)/39 Maximum gallonage sold on a 
rotation day compared with 
average daily gallonage sold __ 3.66 — 3.26 


42(b)/39 Operator’s estimate of maximum 
gallonage that could be sold if 
rotation day were available 
compared with average daily 
callonage= sold === 1.83 1.88 2.59 


43(a)/39 Operator’s estimate of maximum 
daily gallonage that could be 
sold without changes in staff or 
facilities compared with average 
daily gallonage sold __.__.-___ 2.16 2.08 21 


43(b)/39 Operator’s estimate of maximum 
daily gallonage that could be sold 
with changes in staff and facili- 
ties compared with average daily 
gallonage = sold ss 4.00 3.66 4.46 


46 /44 Operator’s estimate of maximum 
daily number of customers he 
could handle without changes in 
staff or facilities compared with 
daily average number. of 
customers: ) ae 2.00 1.96 2.34 


Source: Service Station Questionnaire. 


Service station operators are not alone in believing there are too many service 
stations. 


One major oil company took members of the Committee on a tour of some 
of its Calgary service stations. They pointed out two stations which had just been 
closed, four more which were slated for closure during the current year, and out- 
lined a plan involving further closures. 


Another major oil company indicated a section of Calgary where they had 
seven stations. Only one of these stations had an adequate volume and the remain- 
ing six suffered varying degrees of sickness. The company had built two stations 
in this particular area as recently as 1961. Its plan was to close two stations im- 
mediately and two more within a designated time leaving three still functioning out 
of seven. 


One company had seven outlets in the downtown area of a city in Alberta. Its 
marketing officials indicated they thought two were adequate to serve this area. 
One is to be closed immediately, a second is scheduled for closure, and the com- 
pany will sell gasoline to the remaining four as long as the operators choose to 
remain in business at those locations. 


One company pointed out to the Committee a station on which it had just 
done an extensive rebuilding job. This station was slated for closure within five 
years and the expense of the renovations were to be written off within this period. 


In Edmonton, the City Council was concerned about unsightly boarded up or 
vacant service stations and ordered its planning department to do a study of possible 
“utilization of derelict service station sites”. The study completed in the summer of 
1968 reported that seven oil companies had closed 33 stations in Edmonton in the 
past 5 years and estimated that 2 dozen more would close down in the next 
5 years. The above figures did not include 19 retail outlets (mostly privately owned) 
which had also ceased selling gasoline in the same period. 
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(3) Too Many Service Stations — Gallonage Measurement 


There are numerous variables which affect the gallonage of a “service 
station”. These include such things as the number of hoses and pumps, the hours 
and days of opening, the buying habits of the motorists who patronize it, traffic 
flows, conditions of access, etc. However, we consider it would be useful to obtain 
from the oil companies their views on the minimum gallonage that would justify 
investment in a minimum size service station. We asked the oil companies question 
28 which reads as follows: 


“What is the minimum potential gasoline volume for which your company would con- 
sider building a standard service station with two pumps and two bays?” 


Some of the answers to this question are tabulated in Table 99. It is to be noted in 
the case of each company that between 80% to 95% of its outlets sell less than 
the stated minimum gallonage. By weighted averages, 96% of owned outlets, and 
78% of leased outlets sell less than the minimum stated by their respective 
oil companies. 


If there are too many stations to share the total available gasoline volume, the 
volume per station is too small to be economic. 


Table 99. 


Percent of Retail Outlets Above and Below Oil Company Gallonage for Building 
a New Station — Alberta, 1965 


Oil Company Statement of Existing Retail Outlets 
Minimum Gallonage for which Percent Below Percent Above 
Station Would be Built Stated Gallonage Stated Gallonage 

All Outlets 

Companya Age 125,000 92% 8% 

29 ice: ee ieee 150,000 83% 17% 

Cee 1 50:000 88% 12% 

1D} canted ei eee 160,000 88% 12% 

Wey ek aoe eee 192,000 88% 12% 

A Gh eealienates eee oe 200,000 92% 8% 

\Vieichtedm AV cl lc. 88% 12% 


Leased Outlets 


Company weeeenne as 125,000 90% 10% 
DEY, nai, a ie Anoncn, 150,000 73% 27% 

(OL oe Gee 150,000 78% 22% 

[) Sree eae 160,000 88% 12% 

JEN: ad A ahaa 192,000 88% 12% 
Figeiceie ce ht ot, 200,000 78% 22% 

Weighted Average _._-______ 78% 22% 


Owned Outlets 


GompanyseA 125,000 94% 6% 
oS fear ater 150,000 97% 3% 

Cae Sees 150,000 95% 5% 

(Dy! 22 ee 160,000 0% 0% 

hy” cu eee eae es 192,000 83% 17% 

13) apni ee 200,000 98% 2% 

\ienedotiel ASVEMRYRS 96% 4% 


Source: Questionnaire 7, Question 28. 
Service Station History Cards. 
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Maximum Gallonage of 2 Pump Station 


Question 29, which we asked the oil companies, read as follows: 


“What is the maximum volume that a busy, efficiently run service station, with two 
pumps and two bays could reasonably handle in the opinion of your company, with- 
out increasing its physical facilities?” 


The answers to this question are tabulated in Table 100. These answers indicate 
that 100,000 gallons per pump is reasonably possible in the opinion of most oil 
companies. 


Table 100. 
Maximum Gasoline Volume That Two Pump, Two Bay Station Can Handle Per Year 
Gallonage 
12 Hour Station 24 Hour Station 

Imperial... (ae Sore See Not Answered 
B.A. | Sep ot ee SR ee 175,000 225,000 
Rovalite; jis 229. «4 oye eRe oat te a ee 200,000 250,000 
Shell 20 2 ee eee eee eee ee (0) OC) 400,000 
Te@xaC0 ) 225.225 ee ee ee eee 200,000 310,000 
Standard \ 2) ae ah ert th Sees 180,000 350,000 
Federated,’ Sc.25 a. eet esterases 250,000 300,000 
Pacific eee cone eae ee 216,000 300,000 
LUSK ye Be ee 150,000 275,000 
SA a a 250,000 325,000 
Mohawk 7a oe ey 180,000 300,000 


Source: Questionnaire 7, Question 29. 
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Gallonage Per Hose, High Volume Stations 


In 26 high volume stations in Edmonton and Calgary, the Committee divided 
the gallonage actually sold by the station by the number of hoses in use at the sta- 
tion to obtain a gallonage per hose figure. The average gallonage per hose was 
117,000 gallons per year, as shown on Table 101. This figure is not an estimate 
but is an average of actual performance averaged for these 26 stations. If the avail- 
able gasoline did not have to be shared by too many outlets, more stations would 
have their pumps operating in the range of 100,000 gallons per pump. 


Assuming every station has a minimum of two pumps, the minimum outlet 
has the capacity to serve 200,000 gallons per year. 73% of the leased outlets in 
Edmonton and 84% of the owned outlets in Edmonton sell less than 200,000 
gallons per year. 70% of the leased outlets in Calgary and 85% of the owned 
outlets in Calgary sell less than 200,000 gallons per year. 


100,000 gallons per year appears to be less than half the physical capacity of 
a minimum outlet. 36% of leased outlets and 52% of owned outlets in Edmonton 
sell less than 100,000 gallons per year. 27% of leased outlets and 62% of owned 
outlets in Calgary sell less than 100,000 gallons per year. 


If there weren't too many outlets there wouldn’t be such a large number operat- 
ing at less than half their practical operating capacity. ) 





sad Table 101. 
Gallonage Per Hose — High Volume Stations — Alberta, 1965 
Station Number Gallons 
Annual of Per 
Galionage Hoses Hose 
Edmonton: 
405,000 4 101,250 
427,000 4 106,750 
457,000 4 114,250 
482,000 10 48,200 
524,000 4 131,000 
578,000 4 144,500 
582,000 4 145,500 
583,000 6 97,167 
610,000 4 152,500 
616,000 4 154,000 
639,000 4 159,750 
763,000 4 190,750 
582,000 8 72,750 
489,000 6 81,500 
624,000 6 104,000 
504,000 4 126,000 
Calgary: 
435,000 4 108,750 
480,000 2} 240,000 
481,000 4 120,250 
509,000 4 127,250 
550,000 2 275,000 
513,000 4 128,250 
435,000 5 87,000 
730,000 5 146,000 
401,000 4 100,250 
410,000 4 102,500 
mOTAM tpoley EOLSET 2 13,80%)000 18 
(Averages giice) mi. amelie. & 531,115 4.5 117,000 
Source: Gasoline Marketing Enquiry Records. 
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Gallonage Per Pump 


A volume of 100,000 gallons per pump per year is reasonably attainable from 
a physical capacity standpoint. 


There are a number of two pump stations whose annual gallonage in fact ex- 
ceeds 200,000 gallons. There are a number of four pump stations whose annual 
gallonage in fact exceeds 400,000 gallons. This is illustrated in Chart 54. 


A measure of service station over capacity in a community accordingly would 
be to divide the total annual gallonage sold in the community by 100,000 which 
would produce a reasonable estimate of the number of pumps required in the com- 
munity. If the actual number of pumps exceeds the number produced by this cal- 
culation, the excess is a measure of the over capacity. 


Gallonage Per Outlet 


In Calgary along 17th Avenue S.W. from 24th Street to 40th Street there are 
now 14 stations. The average gallonage per station is 121,000 gallons which is in- 
adequate to give their operators a reasonable income. The gallonage sold by these 
14 stations could easily be handled by 5 stations, each selling an average of 338,000 
gallons. We inspected urban 4 pump stations whose annual gallonage exceeded 
400,000 gallons which didn’t appear unduly busy and whose customers were re- 
ceiving excellent service. 


In Edmonton along that portion of 109 Street which lies south of the river, 10 
stations each selling an average of 386,000 gallons could handle the gasoline that 
is now divided between 16 stations. 


In Peace River four stations, each selling an average of 369,000 gallons per 
year could handle the total gasoline requirements of that community which is now 
served by 13 stations. 


In Rocky Mountain House three stations each selling an average of 326,000 
gallons per year could easily meet the gasoline requirements of that community 
which is now served with 11 stations. 


In Stettler 5 stations each selling an average gallonage of 312,000 gallons 
could supply the total gasoline volume that is now divided between 16 stations. 


A four pump station selling approximately 400,000 gallons per year can pro- 
vide good service to its customers, can obtain some of the benefits of economies of 
scale as the costs per gallon of capital and labor are less, and the operator has a 
better chance of making a reasonable living. 


Gallonage Ranges of Service Stations 


100,000 gallons per pump appears to be a reasonable objective for annual 
sales. If there were fewer stations, more stations would attain or exceed the objective 
of 100,000 gallons per pump. 


Tables 102, 103 and 104 show the gallonage ranges of service stations in 
Edmonton, Calgary and Alberta respectively. 


The average gallonage per station in Edmonton is 158,103 gallons and the 
average gallonage range per station in Calgary is 156,353 gallons. In both of these 
cities there are many outlets with four or more pumps. 
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CHART 54 
COMPARISON OF ANNUAL GALLONAGE 


WITH NUMBER OF PUMPS 


NUMBER OF PUMPS 





100 200 300 400 500 600 


THOUSANDS OF GALLONS 
@® REPRESENTS ONE SERVICE STATION 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 


Chapter 25 Page 355 


CHART 55 


REDUCTION IN RETAIL OUTLETS 


REMAINING STATIONS TO HAVE ANNUAL SALES OF 
APPROXIMATELY 400,000 GALLONS 





CALGARY 17 AVENUE S.W. FROM 24 STREET TO 40 STREET 
PRESENTLY 14 OUTLETS 


5 REQUIRED 9 NOT REQUIRED 


EDMON TON 109 STREET FROM 88 AVENUE TO 54 AVENUE 
PRESENTLY 16 OUTLETS 


10 REQUIRED 6 NOT REQUIRED 


PEACE RIVER PRESENTLY 13 OUTLETS 

GAD MMOD CO MO wa ee A we ETO RETO NET IEE EDD 
4 REQUIRED 9 NOT REQUIRED 

ROCKY MOUNTAIN HOUSE PRESENTLY 11 OUTLETS 


MOD aD ARO wa wR SS wR wT wD we 





3 REQUIRED 8 NOT REQUIRED 

STETTLER PRESENTLY 16 OUTLETS 

AOD WROD eA MLO ED A EC wT REO EE wR wD wD wD wD wT 
4 REQUIRED 12 NOT REQUIRED 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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Number of Outlets 


Leased 


outlets 
outlets 
outlets 
outlets 
outlets 
outlets 
outlets 
outlets 
outlets 
outlets 
outlets 
outlets 
outlets 
outlets 


outlets 
outlets 
outlets 
outlets 
outlets 
outlets 
outlets 
outlets 
outlets 
outlets 
outlets 
outlets 
outlets 
outlets 
outlets 
outlets 


Gasoline Sales in Edmonton, 1965 
Total Total 
Gallons Gallons Total 
Gallonage Range Leased Owned Gallons 
0- 50,000 866,623 667,315 1,533,938 
50,000-100,000 5,685,059 1,282,109 6,967,168 
100,000-150,000 8,140,701 2,097,945 —- 10,238,646 
150,000-200,000 6,617,638 1,538,374 8,156,012 
200,000-250,000 6,208,895 444,547 6,653,442 
250,000-300,000 4,373,083 557,473 4,930,556 
300,000-350,000 2,199,361 301,145 2,500,506 
Over 350,000 12,420,754 3,832,425 16,253,179 
RECLIE eet 46,512,114 10,721,333 57,233,447 
Average Per Leased Outlet ______. 165,524 
Average Per Owned Outlet 132,362 
Average Per Outlet _ 158,103 
All Outlets 
Gallonage Range Gallonage Outlets 
0- 50,000 1,533,938 by 15% of the 
Over 50,000 55,699,509 310 85% of the 
0-100,000 8,501,106 142 39% of the 
Over 100,000 48,732,341 220 61% of the 
0-150,000 18,739,752 226 62% of the 
Over 150,000 38,493,695 136 38% of the 
0-200,000 26,895,764 274 76% of the 
Over 200,000 30,337,683 88 24% of the 
0-250,000 33,549,206 304 84% of the 
Over 250,000 23,684,241 58 16% of the 
0-300,000 38,479,762 322 89% of the 
Over 300,000 18,753,685 40 11% of the 
0-350,000 40,980,268 330 91% of the 
Over 350,000 16,253,179 32 9% of the 
LOU A eee 57,233,447 362 
Leased 
Range Gallons Outlets 
0- 50,000 866,623 26 9% of the 
50,000 and over 45,645,491 255 91% of the 
0-100,000 6,551,682 100 36% of the 
100,000 and over 39,960,432 181 64% of the 
0-150,000 14,692,383 167 59% of the 
150,000 and over 31,819,731 114 41% of the 
0-200,000 21,310,021 206 73% of the 
200,000 and over 25,202,093 75 27% of the 
0-250,000 27,518,916 234 83% of the 
250,000 and over 18,993,198 47 17% of the 
0-300,000 31,891,999 250 89% of the 
300,000 and over 14,620,115 31 11% of the 
0-350,000 34,091,360 ANS 92% of the 
350,000 and over 12,420,754 24 8% of the 
0-400,000 36,353,694 263 94% of the 
400,000 and over 10,158,420 18 6% of the 
TOPAL 941 45.2068 ty, 46,512,114 281 


Average Per Leased Outlet 
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165,523 Gallons. 





sell 3% 
sell 97% 
sell 15% 
sell 85% 
sell 33% 
sell 67% 
sell 47% 
sell 53% 
sell 59% 
sell 41% 
sell 67% 
sell 33% 
sell 72% 
sell 28% 


sell 2% 
sell 98% 
sell 14% 
sell 86% 
sell 32% 
sell 68% 
sell 46% 
sell 54% 
sell 59% 
sell 41% 
sell 69% 
sell 31% 
sell 73% 
sell 27% 
sell 78% 
sell 22% 


Total 


Sy) 
90 
84 
48 
30 
18 

8 
32 


Owned 


362 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 
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Owned 


Outlets 
26 32% 
55 68% 
42 52% 
39 48% 
59 73% 
As 27% 
68 84% 
13 16% 
70 86% 
11 14% 
a2 89% 
9 11% 
73 90% 
8 10% 
77 95% 
4 5% 
81 





Range Gallons 
0- 50,000 667,315 
50,000 and over 10,054,018 
0-100,000 1,949,424 
100,000 and over 8,771,909 
0-150,000 4,047,369 
150,000 and over 6,673,964 
0-200,000 5,585,743 
200,000 and over 5,135,590 
0-250,000 6,030,290 
250,000 and over 4,691,043 
0-300,000 6,587,763 
300,000 and over 4,133,570 
0-350,000 6,888,908 
350,000 and over 3,832,425 
0-400,000 8,408,428 
400,000 and over 2,312,905 
LOTTA ls eee eee eee 10,721,333 


Average Per Owned Outlet 
Average For All Outlets 


Source: Service Station History Cards. 


132,362 Gallons. 
. 158,103 Gallons. 





Table 103. 


of the 
of the 
of the 
of the 
of the 
of the 
of the 
of the 
of the 
of the 
of the 
of the 
of the 
of the 
of the 
of the 


outlets sell 6% 
outlets sell 94% 
outlets sell 18% 
outlets sell 82% 
outlets sell 38% 
outlets sell 62% 
outlets sell 52% 
outlets sell 48% 
outlets sell 56% 
outlets sell 44% 
outlets sell 61% 
outlets sell 39% 
outlets sell 64% 
outlets sell 36% 
outlets sell 78% 
outlets sell 22% 


Gasoline Sales in Calgary, 1965 


Total 

Gallons 

sallonage Range Leased 
0- 50,000 642,869 
50,000-100,000 4,449,350 
100,000-150,000 9,008,819 
150,000-200,000 9,574,928 
200,000-250,000 7,926,570 
250,000-300,000 6,968,251 
300,000-350,000 4,496,853 
Over 350,000 6,920,511 
TOTALS qe 49,988,151 


Average Per Leased Outlet 
Average Per Owned Outlet 
Average Per Outlet 


Gallonage Range Gallonage 
0- 50,000 1,276,756 

Over 50,000 56,417,680 
0-100,000 7,082,558 

Over 100,000 50,611,878 
0-150,000 16,960,207 

Over 150,000 40,734,229 
0-200,000 28,079,417 

Over 200,000 29,615,019 
0-250,000 36,888,326 

Over 250,000 20,806,110 
0-300,000 44,408,954 

Over 300,000 13,285,482 
0-350,000 49,918,840 

Over 350,000 UTE 
TOTAL (eee 57,694,436 
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of the gasoline 
of the gasoline 
of the gasoline 
of the gasoline 
of the gasoline 
of the gasoline 
of the gasoline 
of the gasoline 
of the gasoline 
of the gasoline 
of the gasoline 
of the gasoline 
of the gasoline 
of the gasoline 
of the gasoline 
of the gasoline 


Total Number of Outlets 
Gallons Total 
Owned Gallons Leased Owned Total 
633,887 1,276,756 22 25 47 
1,356,452 5,805,802 57 19 76 
868,830 9,877,649 74 vi 81 
1,544,282 11,119,210 55 9 64 
882,339 8,808,909 36 4 40 
SBVASW/I 7,520,628 hs 2 27 
1,013,033 5,509,886 14 3 17 
855,085 7,775,596 1S 2 17 
7,706,285 57,694,436 298 71 369 
167,745 
108,539 
156,353 
All Outlets 
Outlets 
47 13% of the outlets sell 2% of the gasoline 
322 87% of the outlets sell 98% of the gasoline 
123 33% of the outlets sell 12% of the gasoline 
246 67% of the outlets sell 88% of the gasoline 
204 55% of the outlets sell 29% of the gasoline 
165 45% of the outlets sell 71% of the gasoline 
268 73% of the outlets sell 49% of the gasoline 
101 27% of the outlets sell 51% of the gasoline 
308 83% of the outlets sell 64% of the gasoline 
61 17% of the outlets sell 36% of the gasoline 
335 91% of the outlets sell 77% of the gasoline 
34 9% of the outlets sell 23% of the gasoline 
Soy 95% of the outlets sell 87% of the gasoline 
17 5% of the outlets sell 13% of the gasoline 
369 
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Range 
0- 50,000 
50,000 and over 


0-100,000 
100,000 and over 


0-150,000 
150,000 and over 


0-200,000 
200,000 and over 


0-250,000 
250,000 and over 
0-300,000 
300,000 and over 
0-350,000 
350,000 and over 
0-400,000 
400,000 and over 


Average Per Leased Outlet 


Range 


0- 50,000 
50,000 and over 


0-100,000 
100,000 and over 
0-150,000 
150,000 and over 
0-200,000 
200,000 and over 
0-250,000 
250,000 and over 
0-300,000 
300,000 and over 


0-350,000 
350,000 and over 


0-400,000 
400,000 and over 


Average Per Owned Outlet 
Average For All Outlets 


Gallons 


642,869 
49,345,282 


5,092,219 
44,895,932 


14,101,038 
35,887,113 


23,675,966 
26,312,185 


31,602,536 
18,385,615 


38,570,787 
11,417,364 


43,067,640 
6,920,511 


44,579,515 
5,408,636 


Leased 


Outlets 


22 
276 


79 
219 
13 
145 


208 
90 


244 
54 
269 
20) 
283 
15) 


287 
11 


298 





49,988,151 





Gallons 


633,887 
7,072,398 
169905339) 
5,715,946 
2,859,169 
4,847,116 
4,403,451 
3,302,824 


5,285,790 
2,420,495 


5,838,167 
1,868,118 
6,851,200 

855,085 


7,201,895 
504,390 


7,706,285 


167,745 Gallons. 





7% 
93% 


27% 
73% 


51% 
49% 


10% 
30% 


82% 
18% 


90% 
10% 


95% 
5% 


96% 
4% 


Owned 
Outlets 
25) 35% 
46 65% 
44 62% 
27 38% 
51 712% 
20 28% 
60 85% 
11 15% 
64 90% 
Ti 10% 
66 93% 
5 7% 
69 97% 
2 3% 
70 99% 
1 1% 
ail 








Source: Service Station History Cards. 
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108,539 Gallons. 
156,353 Gallons. 





of the outlets sell 1.3% of the gasoline 
of the outlets sell 98.7% of the gasoline 


of the outlets 
of the outlets 


of the outlets 
of the outlets 


of the outlets 
of the outlets 


of the outlets 
of the outlets 


of the outlets 
of the outlets 


of the outlets 
of the outlets 


of the outlets 
of the outlets 


of the outlets 
of the outlets 


of the outlets 
of the outlets 


of the outlets 
of the outlets 


of the outlets 
of the outlets 


of the outlets 
of the outlets 


of the outlets 
of the outlets 


of the outlets 
of the outlets 


of the outlets 
of the outlets 


sell 10% 
sell 90% 


sell 28% 
sell 72% 


sell 47% 
sell 53% 


sell 63% 
sell 37% 


sell 77% 
sell 23% 


sell 86% 
sell 14% 


sell 89% 
sell 11% 


sell 8% 
sell 92% 


sell 26% 
sell 74% 


sell 37% 
sell 63% 


sell 57% 
sell 43% 


sell 69% 
sell 31% 


sell 76% 
sell 24% 


sell 89% 
sell 11% 


sell 93% 
sell 7% 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 


of the gasoline 
of the gasoline 
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Total 

Gallons 

Gallonage Range Leased 
0- 50,000 6,376,806 
50,000-100,000 19,192,502 
100,000-150,000 28,560,271 
150,000-200,000 27,681,100 
200,000-250,000 19,674,663 
250,000-300,000 15,428,485 
300,000-350,000 11,104,805 
Over 350,000 27,449,114 
TOTAW 2 3e 25> 155,467,746 


Average Per Leased Outlet 
Average Per Owned Outlet 


Average Per Outlet 


Gallonage Range 


0- 50,000 
Over 50,000 


0-100,000 
Over 100,000 


0-150,000 
Over 150,000 


0-200,000 
Over 200,000 


0-250,000 
Over 250,000 


0-300,000 
Over 300,000 


0-350,000 
Over 350,000 


Range 
0- 50,000 
50,000 and over 
0-100,000 
100,000 and over 
0-150,000 
150,000 and over 
0-200,000 
200,000 and over 


0-250,000 
250,000 and over 


0-300,000 
300,000 and over 


0-350,000 
350,000 and over 

0-400,000 
400,000 and over 


Average Per Leased Outlet 
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Gallonage 


30,334,806 
210,496,696 


68,688,777 
172,142,725 


108,695,678 
132,135,824 


145,359,457 
95,472,045 


170,537,084 
70,294,418 


189,307,201 
51,524,301 


203,678,155 
37,153,347 


240,831,502 


Gallons 


6,376,806 
149,090,940 


25,569,308 
129,898,438 


54,129,579 
101,338,167 


81,810,679 
73,657,067 


101,485,342 
53,982,404 


116,913,827 
58555, 9 19 


128,018,632 
27,449,114 


134,051,030 
21,416,716 


155,467,746 


Table 104. 
Gasoline Sales in Alberta, 1965 





138,563 Gallons. 


Total Number of Outlets 
Gallons Total 
Owned Gallons Leased Owned Total 
23,958,000 30,334,806 234 1,376 1,610 
19,161,469 38,353,971 257 272 529 
11,446,630 40,006,901 234 95 329 
8,982,679 36,663,779 161 52 213 
5,502,964 25,177,027 89 25 114 
3,341,632 18,770,117 56 12 68 
3,266,149 14,370,954 35 10 45 
9,704,233 37,153,347 56 Zit 77 
85,363,756 240,831,502 1122 1,863 2,985 
=P 558505 
~ 45,821 
80,681 
All Outlets 
Outlets 
1,610 54% of the outlets sell 13% of the gasoline 
1375 46% of the outlets sell 87% of the gasoline 
2,139 72% of the outlets sell 29% of the gasoline 
846 28% of the outlets sell 71% of the gasoline 
2,468 83% of the outlets sell 45% of the gasoline 
S17 17% of the outlets sell 55% of the gasoline 
2,681 90% of the outlets sell 60% of the gasoline 
304 10% of the outlets sell 40% of the gasoline 
Peep SIs) 94% of the outlets sell 71% of the gasoline 
190 6% of the outlets sell 29% of the gasoline 
2,863 96% of the outlets sell 79% of the gasoline 
122 4% of the outlets sell 21% of the gasoline 
2,908 97% of the outlets sell 85% of the gasoline 
77 3% of the outlets sell 15% of the gasoline 
2,985 
Leased 
Outlets 
234 21% of the outlets sell 4% of the gasoline 
888 79% of the outlets sell 96% of the gasoline 
491 44% of the outlets sell 16% of the gasoline 
631 56% of the outlets sell 84% of the gasoline 
725 65% of the outlets sell 35% of the gasoline 
397 35% of the outlets sell 65% of the gasoline 
886 79% of the outlets sell 53% of the gasoline 
236 21% of the outlets sell 47% of the gasoline 
975 87% of the outlets sell 47% of the gasoline 
147 13% of the outlets sell 53% of the gasoline 
1,031 92% of the outlets sell 75% of the gasoline 
91 8% of the outlets sell 25% of the gasoline 
1,066 95% of the outlets sell 82% of the gasoline 
56 5% of the outlets sell 18% of the gasoline 
1,082 96% of the outlets sell 86% of the gasoline 
40 4% of the outlets sell 14% of the gasoline 
1522, 
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Owned 


Range Gallons Outlets 
0- 50,000 23,958,000 1,376 74% of the outlets sell 28% of the gasoline 
50,000 and over 61,405,756 487 26% of the outlets sell 72% of the gasoline 
0-100,000 43,119,469 1,648 88% of the outlets sell 51% of the gasoline 
100,000 and over 42,244,287 215 12% of the outlets sell 49% of the gasoline 
0-150,000 54,566,099 1,743 94% of the outlets sell 64% of the gasoline 
150,000 and over 30,797,657 120 6% of the outlets sell 36% of the gasoline 
0-200,000 63,548,778 1,795 96% of the outlets sell 74% of the gasoline 
200,000 and over 21,814,978 68 4% of the outlets sell 26% of the gasoline 
0-250,000 69,051,742 1,820 98% of the outlets sell 81% of the gasoline 
250,000 and over 16,312,014 43 2% of the outlets sell 19% of the gasoline 
0-300,000 72,393,374 1,832 98% of the outlets sell 85% of the gasoline 
300,000 and over 12,970,382 31 2% of the outlets sell 15% of the gasoline 
0-350,000 TROD 9.523 1,842 99% of the outlets sell 89% of the gasoline 
350,000 and over 9,704,233 21 1% of the outlets sell 11% of the gasoline 
0-400,000 78,269,862 1,849 99% of the outlets sell 92% of the gasoline 
400,000 and over 7,093,794 14 1% of the outlets sell 8% of the gasoline 
SROADNE, (ics ole Due ee 85,363,756 1,863 








45,821 Gallons. 


Average Per Owned Outlet —... 
80,681 Gallons. 


Average For All Outlets _._______.. 





Source: Service Station History Cards. 


If all Edmonton stations selling less than 150,000 gallons were closed 


(a) 


this would eliminate 167 leased outlets, and 59 owned outlets, being a 
total of 226 outlets; 


the remaining outlets would have their volumes increased by approxi- 
mately 4%, as the leased outlets that would be closed only sell 32% of 
the gasoline sold through leased outlets and the owned outlets that 
would be closed only sell 38% of the gasoline sold through owned 
outlets. 


(b) 


The effect of closing these 226 stations in Edmonton would probably be to 
increase the average gallonage per outlet that remains to approximately the new 
averages shown in Table 105 entitled “Edmonton Over Capacity”. This indicates 
that stations selling an average gallonage of 170,000 gallons would increase to 
250,000 gallons approximately. 


The experience of the oil companies in their employee operated stations dealt 
with in the chapter entitled “Service Station Economics” was that all of their sta- 
tions under 200,000 gallons annual volume lost money. 


The closure of enough outlets to provide a minimum annual gallonage of 
200,000 gallons per year does not seem unreasonable having regard to the actual 
experience of the oil companies in their own stations. 
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Table 105. 
Over Capacity — Edmonton 


If in Edmonton stations of 150,000 gallons or less were closed: 


Leased. == = a 167 14,692,383 gallons 
Owned 4,047,369 gallons 


a total of 226 stations would be closed leaving 136 stations a volume of 18,739,752 gallons to 
share on a proportionate basis. 


Leased 
Number Present Gallonage* 
Gallonage of Total to be Total Old New 
Range Stations Gallonage Distributed Gallonage Average Average 

150,000-200,000 39 6,617,638 3,221,642 9,839,280 169,683 252,289 
200,000-250,000 28 6,208,895 3,022,655 9231-550 22157468" 329:698 
250,000-300,000 16 4,373,083 2,128,933 6,502,016 273,318 406,376 
300,000-350,000 7 2,199,361 1,070,707 3,270,068 314,194 467,153 
Over 350,000 24 12,420,754 6,046,753 18,467,507 517,531 769,479 

Owned 
150,000-200,000 9 1,538,374 748,921 2,287,295 170,930 254,144 
200,000-250,000 2 444,547 216,417 660,964 222,274 330,482 
250,000-300,000 2 S57AIS 271,393 828,866 278,736 414,433 
300,000-350,000 1 301,145 146,605 447,750 301,145 ~— 447,750 
Over 350,000 8 3,832,425 1,865,726 5,698,151 “47905388 712:269 
TOTAT 22s ee 136 38,493,695 18,739,752 57,233,447 

Old New 
Average for Leased Stations _. ss 279,120 415,004 
Average for Owned Stations 303,362 451,047 
Average for sAll-Stations aaa see 283,042 420,834 


* Total Gallonage to be Distributed x Gallonage in Category 





Total Edmonton Gallonage Now Sold Through Remaining Stations 
Source: Service Station History Cards. 


The comparable figures in the case of Calgary would be the closure of 153 
leased outlets, and 51 owned outlets being a total of 204 outlets. This is 51% of 
the leased outlets and 72% of the owned outlets. These outlets now sell 28% of the 
gallonage sold by leased stations and 37% of the gallonage sold by owned stations. 
Their closure would increase the sales per outlet to the new averages shown in Table 
106 entitled “Calgary Overcapacity”. This indicates that stations with an average 
gallonage of 170,000 gallons would increase their sales to 250,000 gallons. 


Throughout the entire province of Alberta 79% of the leased outlets sell less 
than 200,000 gallons and 96% of owned outlets sell less than 200,000 gallons, If 
an annual gallonage of 200,000 gallons is required to provide the operator with a 
reasonable income, it is apparent how near owned service stations are to extinction. 
Of the owned stations in existence in 1965, both in urban and rural areas, 88% of 
them sold less than 100,000 gallons per year and only 4% sold in excess of 200,000 
gallons per year. 
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Table 106. 
Over Capacity — Calgary 
If in Calgary stations of 150,000 gallons or less were closed: 


Eeased ee =e 153 14,101,038 gallons 
Owned gee aL. 8,859,169 gallons 


a total of 204 stations would be closed leaving 165 stations a volume of 16,960,207 gallons to 


share on a proportionate basis. 


Leased 
Number Present Gallonage* 
Gallonage of Total to be Total Old 
Range Stations Gallonage Distributed Gallonage Average 

150,000-200,000 55 9,574,928 3,986,641 13,561,569 174,090 
200,000-250,000 36 7,926,570 3,300,327 11,226,897 220,183 
250,000-300,000 25 6,968,251 2,901,319 9,869,570 278,730 
300,000-350,000 14 4,496,853 1,872,321 6,369,174 321,204 
Over 350,000 15 6,920,511 2,881,442 9,801,953 461,367 

Owned 
150,000-200,000 9 1,544,282 642,981 2,187,263 171,587 
200,000-250,000 4 882,339 367,373 1,249,712 220,585 
250,000-300,000 2 552,377 229,989 782,366 276,189 
300,000-350,000 3 1,013,033 421,789 1,434,822 337,677 
Over 350,000 Z 855,085 356,025 1,211,110 427,543 
TOTAL 165 40,734,229 16,960,207 57,694,436 

Old New 
Average for Leased Stations _____________- 247,497 350,546 
Average for Owned Stations ____________-___- 242,356 343,262 
Average for All Stations __-_---_- 246,874 349,663 


*Total Gallonage to be Distributed x Gallonage in Calgary 





Total Calgary Gallonage Now Sold Through Remaining Stations 


Source: Service Station History Cards. 
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New 
Average 


246,574 
311,858 
394,783 
454,941 
653,464 


243,029 
312,428 
391,183 
478,274 
605,555 
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CHART 56 
REDUCTIONZOELOUILETS 
BY CLOSURE OF THOSE UNDER 
150,000 GALLONS PER YEAR 





EDMONTON 


OUTLETS 
REQUIRED 
136 





CALGARY 


OUTLETS 
REQUIRED 
165 





SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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(4) Population Per Retail Gasoline Outlet 


Average gasoline use is 160 gallons per person. 10,000 persons can be ex- 
pected to use 1,600,000 gallons per year. 


If “other” brand outlets or “off-brand” outlets are allowed to have 10% of 
the market, a community of 10,000 persons would support one such outlet with an 
annual gallonage of 160,000 gallons. 


If the subsidiaries of “cartel” companies supply 90% of the market, on the 
average this would give to each of the five subsidiaries 18% of the market in that 
community or 300,000 gallons per annum. 


The market share of these companies differs, but if the range for each was 
between 15% and 25% of the market in the community this would give a gallon- 
age range of from 240,000 gallons per annum to 400,000 gallons per annum, which 
would support one better-than-average station in that community for each of the 
five subsidiaries of “cartel” companies operating in Alberta. 


For each 10,000 persons this would allow for six outlets selling six different 
brands each with a reasonable volume, and a reasonable prospect for success. 


One subsidiary of a “cartel” company indicated that its representation in Cal- 
gary was approximately one outlet per 5,500 of population. It regarded this repre- 
sentation as excessive, and in one section of the city it is contemplating closure of 
four out of seven outlets which were serving that particular section of the city in 
1965. 


An oil company which has 15% of the market will consider it requires as 
many outlets as another oil company which has 25% of the market. The 25% 
marketer will have larger gallonage per outlet and more profitable outlets, but the 
15% marketer will want just as many outlets with a view to maintaining its repre- 
sentation and increasing its percentage of market volume. 


Each subsidiary of a “cartel” company which is a major marketer tends to 
work towards approximately equal numbers of outlets to acquire its share of the 
market available in each community. 


Executives of one major marketer advised that their company had adopted 
future standards for service station investment. Those future standards are— 

(a) gasoline gallonage of 300,000 gallons; 

(b) 7% return on invested capital after taxes and depreciation; and 

(c) dealer earnings of $10,000.00 per year. 


These proposed standards of course bear practically no resemblance to actual 
conditions in many existing stations. 
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Table 107. 
Population Per Retail Outlet — Alberta, 1965 


Population 
Edmonton 388,000 
Calgary 327,000 


Each 10,000 of population can reasonably support a group of 6 outlets 
representing 6 brands. 


Edmonton — Reduce Outlets from 362 to 233 





Outlets Population Per Outlet 
Imperial 83 4,675 
B.A. 55 7,055 
Royalite 49 7,918 
Shell 85 4,565 
Texaco 46 8,435 
All Others 44 8,818 
362 6,431* 


* In Edmonton each group of 6 stations representing 6 brands is dependent for 
support on 6,431 people. 


362 outlets 
6 brands 


388,000 population 
60.3 gps. of outlets 


= 60.3 groups of outlets 





= 6,431 population per group 


In Edmonton service stations would have a reasonable opportunity for success 
if their numbers were reduced to 


388,000 pop. 
10,000 pop. ~* 6 outlets — 233 outlets. 


Calgary — Reduce Outlets from 369 to 196 





Outlets Population Per Outlet 

Imperial 60 5,450 
B.A. 58 5,638 
Royalite 60 5,450 
Shell 72 4,542 
Texaco 61 5,361 
All Others 58 5,638 

369 a,317* 


* In Calgary each group of 6 stations representing 6 brands is dependent for sup- 
port on 5,317 people. 


369 outlets 
6 brands 


327,000 population 
61.5 gps. of outlets 


= 61.5 groups of outlets 


= 5,317 population per group 
In Calgary service stations would have a reasonable opportunity for success 
if their number were reduced to 


327,000 pop. 
10,000 pop. 
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< 6 outlets — 196 outlets. 


CHART 57 
POPULATION PER RETAIL OUTLET 
1965 


EACH 10,000 OF POPULATION CAN REASONABLY SUPPORT 
A GROUP OF 6 OUTLETS REPRESENTING 6 BRANDS. 





EDMON TON 
OUTLETS 
REQUIRED 
233 
CALGARY 


OUTLETS 
REQUIRED 
196 





SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
Chapter 25 





Page 367 


(5) Observations on Capacity of Service Stations in a Sample Area 

In order to check the validity of the information collected in questionnaires 
from service station operators, and to test the ability of existing stations to handle 
consumer demand during peak periods, a survey was undertaken of a sample area 
in South Edmonton. The area included sixteen stations servicing both business and 
residential needs. 


Information from station operators indicated that their busiest period for gaso- 
line sales fell between 4:00 p.m. and 6:30 p.m. The heaviest volume was expected 
during these hours on a Friday preceding a long holiday weekend. Working with 
this information the survey team entered the sample area on Friday, July 29, 1966 
preceding the Edmonton Civic Holiday weekend and again on Friday, September 
2, 1966 preceding the Labor Day weekend at 4:00 p.m. to make observations on 
service station activity and pump utilization over the 22 hour period. Data from 
the surveys was treated separately for purposes of comparison and then combined 
to increase the level of confidence in results. 


Results from the random sample indicated little difference in employee 
activity and pump utilization during the same period on the different Fridays. The 
division of man-hours is shown pictorially in Chart 58. 














(a) Gasoline Sales " SaaS 259% 
(b) Waiting for Gasoline Sales ; 21% 
(c) Merchandise Sales “, 4% 
(d) Repair and Service —__ a 34% 
(e) Administration and Clean- up " ” 16% 





As indicated, the percentage of man-hours utilized for gasoline sales represents 
only 25% of the total available. 21% of the total was waiting, or idle, time. 

The peak period in gasoline sales was found to be from 5:30 p.m. to 5:45 p.m., 
which was consistent with the information supplied by station operators. At this 
peak, 40% of man-time, or four men out of every 10, were engaged in gasoline 
sales. One man in 10 was waiting, five men out of every 10 were engaged in admin- 
istration, clean-up, repair and service. 


During peak periods no line-up for service was observed in any station at any 
time in several hundred observations. 


There were 59 pumps in the sample area. Utilization of pumps for the time 
approaching, during, and following the peak period is shown graphically in Chart 
59. (Utilization shown is total number observed in use as % of total available.) 


Observation Period 


During the peak less than 5 pumps in 10 were being used at any given time. 

To further determine that the surveys had been conducted during peak periods, 
the team entered the sample area again on September 30, 1966, a regular Friday, 
to record observations from 7:00 a.m. to 7:00 p.m. Station operators were asked 
to record the gallonages pumped each day of the week September 26 to October 1, 
during these hours. 


Results confirmed that the period 4:00 to 6:30 p.m. was the peak during the 
day. Average utilization of the pumps was 32% over the entire period while utiliza- 
tion during the peak was only 35%, 8% lower than the same period in the previous 
survey. 


Gallonage pumped during the week is shown in Chart 60. 

Projection of the number of gallons sold on the Friday over 300 working days 
and comparison of this figure with the total number of gallons sold in the sample 
area in the year 1965 show that 32% pump utilization is also the mean throughout 
the year. 

Although Saturday, October 1, shows a higher volume of gasoline sales than 


the Friday, it still represents only an average of 42% utilization of pump capacity 
in the sample area. 
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CHART 58 


DIVISION OF MAN-HOURS DURING RUSH HOUR 


40% 
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CHART 59 


PERCENT UTILIZATION OF PUMPS 


IN SAMPLE AREA 16 


AND SEPT. 2, 1966 


FRIDAY, JULY 29, 
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CHART 60 


IN SAMPLE AREA 16 


OVER THE 6 DAY PERIOD, 12 HOURS PER DAY, 


GALLONAGE PUMPED 


SEPTEMBER 26 TO OCTOBER 1, 1966 
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Results from the last survey indicate that the 5:30 to 5:45 p.m. periods on 
July 29 and September 2 were peak ones, although not the highest that might occur. 
(Saturday, October 1 averaged 42% over the whole day, indicating peaks some- 
what higher at some times during that day.) 


The surveys taken were not intended to be a comprehensive study of all de- 
tails and variables related to gasoline marketing. Their purpose was to check the 
accuracy, by random sampling in a limited area, of data collected by other means. 
Results indicate that during those periods when gasoline sales approach a peak, 
only 42% of service station pump capacity is being utilized. 


Preferences of the motoring public and the physical arrangement of service 
stations make some excess capacity mandatory. How much excess capacity would 
be reasonable is difficult to determine. If up to 50% excess capacity were reason- 
able, the survey indicates present capacity is beyond reasonable requirements. 


There were 59 pumps in the sample area. If 42% utilization of these pumps 
meets the requirements of motorists during peak volume periods then only 25 pumps 
would be required, provided they were used continuously. If, up to, 50% excess 
capacity would reasonably accommodate motorist convenience, then an additional 
13 pumps would be required for a total of 38 pumps. 38 pumps which provide 50% 
excess capacity are 36% less than the 59 pumps that now exist in the sample area 
surveyed. The results of this survey conformed closely to information collected by 
questionnaires and other means. 


(6) What Price Markets? — The Cost of Too Many Stations 


The following are extracts from Chapter V of the “Report to the Federal Trade 
Commission by its Staff on the International Petroleum Cartel”. 


“Prior to the discovery of oil in Bahrein by the Standard of California in 1932, the 
world oil situation was being molded to conform to a definite pattern of cooperation, 
which included limitations on production, sharing of markets, and stabilization of 
prices. Thus, the Bahrein discovery was a disturbing event.” 


“The big three International Oil Companies were fearful that Standard of California 
would force Bahrein products into world markets by reducing prices.” 


“Standard of California evidently concluded that the way out of the dilemma was to 
purchase existing marketing organizations and thus obtain a marketing position which 
would make it possible to market Bahrein products without having to grant price 
concessions.” 


“On July 1, 1936, an agreement was made between Standard of California and the 
Texas Co., whereby Standard of California received a one-half interest in the Texas 
Co.’s marketing facilities east of Suez and the Texas Co. a one-half interest in the 
Bahrein concession and facilities.” 


After Standard Oil Co. of California discovered oil on Bahrein, it sought and 
obtained a large oil concession in Saudi Arabia where it was believed the same geo- 
logical formations existed. By agreement between Standard of California and the 
Texas Co. the latter was also given a one-half interest in the Saudi Arabian con- 
cession, where their joint operation became known as Arabian American Oil Co. 
or Aramco. 

“The Texas Co. had developed markets in Europe, China, Australasia, Africa and 
other areas in the Far East and had supplied these markets with products from the 
United States. Thus it was to the mutual advantage of Texas and Standard of Cali- 


fornia to merge these interests —- Texas to obtain a source of supply nearer than 
America and Standard of California to obtain an outlet for Bahrein products”. 


“Standard of California now had a marketing outlet for Bahrein products and for any 
production that might be developed by Aramco in Saudi Arabia”. 


By 1950 Aramco was producing about 35% of all production in the Middle 
East which made it the second largest producer of oil in the Middle East. 


Standard of California had bargained away half of its interest in the produc- 
tion of oil from Bahrein and Saudi Arabia to obtain access to markets “East of 
Suez”’. 
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“With its oil fields proven to the extent of several billion barrels, with added refinery 
capacity, with basic development work completed, and with plans well under way for 
the construction for a large diameter crude oil pipeline from Arabia to the Mediter- 
ranean, Aramco at the end of the war, was capable of supplying oil in quantities far 
beyond its pre-war production. The question of where it would market this oil was 
a matter of concern not only to Standard of California and the Texas Co. (Aramco 
and Bahrein’s parents) but also to the other international companies.” 
To gain access to the markets of Europe, Standard of California and the Texas 
Co. by a series of agreements gave up a 40% interest in Aramco and in Trans- 
Arabian Pipeline Co. which was acquired 30% by Standard of New Jersey and 
10% by Socony-Vacuum. 


“The owners of Aramco (Standard of California and the Texas Co.) were apparently 
faced with a choice of either forcing their way by competitive means into markets 
which before the war had been closed to them because of international cartel arrange- 
ments, or permitting companies which did have marketing outlets and positions in 
areas west of Suez to acquire a proprietary interest in Aramco”. 


“The international oil companies decided to take the latter course of action. Texas 
and Standard of California would obtain additional markets for Aramco without 
having to compete for them, while Jersey and Socony, with their world wide interests, 
could distribute their shares of Aramco’s output with the result that world prices and 
markets would not be disturbed.” 


“Jersey Standard and Socony-Vacuum entered into contracts to buy oil from Aramco. 
Thus, while new markets were opened up to Aramco, the recognized marketing posi- 
tions of the international oil companies were preserved. The principal change was a 
shifting in their sources of supply on the part of three of the four American companies 
which now own Aramco in order to make room for Aramco’s production, which they 
are now in a position to control.” 


Accordingly it would appear that Standard of California in order to gain ac- 
cess to the Texas Co.’s markets “East of Suez” paid a price equal to a half interest 
in its production in Bahrein and Saudia Arabia. 


Subsequently Standard of California and the Texas Co. in order to gain access 
to the markets of Europe paid to Jersey Standard and Socony-Vacuum a price 
equal to a 40% interest in the production of the Aramco in Saudi Arabia. 


It is obvious that the “cartel” companies will pay a vast price for markets. 


It is also obvious that the “cartel” companies prefer other means than price 
wars to acquire or gain entry to markets. 


The actions of “cartel” subsidiaries in Alberta appear to conform to this pat- 
tern. Shell acquired the refining facilities and marketing outlets of Canadian Oil 
to enlarge its share of the market. Gulf Oil acquired a controlling interest in British 
American and British American took over Royalite. Royalite in turn acquired the 
marketing outlets of such companies as Purity 99 Oil Limited, Anglo American 
Exploration Ltd., Great West Distributors Ltd., Gas & Oil Products Ltd., Alberta 
Hi Way Refineries Ltd., White Bear, Lion Oil Ltd., and Sanford Oils Ltd. 

Another means of “Buying In” to the market is simply to build a chain of 
large modern service stations irrespective of whether a surplus of service stations 
already exists. Such service stations may be quite uneconomic for a number of years 
but they gradually acquire a share of the existing market and as an area grows and 
demand increases they acquire a share of the increase. A “cartel” company with 
a long term outlook may well consider that a loss on service station operations for 
a number of years is a cheaper method of gaining access to a particular market than 
the methods outlined above. Furthermore its loss on operations of service stations 
may be partially offset by the increase in value of the real estate in its sites. The 
marketing loss would also be offset by profits on additional crude oil that it would 
be able to produce and refine for sale through these additional outlets. 

Against the background of an integrated company with a long term point of 
view, the construction of uneconomic service stations in a particular market may be 
economically justified. 

However, from the point of view of service station operators who are induced 
to go into business in such uneconomic outlets and from the point of view of other 
service station operators in competitive outlets whose economics are made less at- 
tractive by having to share a market that is already inadequate, such overbuilding 
may be disastrous. 
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(7) Tied Outlets, and Too Many Service Stations 


The system of tying outlets which results in each company having several hun- 
dred outlets tied exclusively to it, is a contributing factor to overbuilding. A com- 
munity or a neighborhood may already have an adequate number of service stations 
to supply its gasoline requirements, but if three companies have representation in 
the neighborhood and two others don’t, the two others may feel compelled to build 
on the theory of “protective representation”. This expression describes the theory 
that a company has to be represented in every market to protect its market’s share, 
no matter how small a volume may be available to share. 


In the case of a market area which already has too many service stations, and 
in which a company is not represented, the application of this theory may lead to 
the building of a service station to give that company representation, although there 
is no present economic justification for erecting another service station in 
that market. 


If this is done it achieves the oil company objective of obtaining representa- 
tion in the market. However, the operators of that station and of the other stations 
in that market area whose business is shared with the new station will all suffer 
because the total volume is inadequate to economically support all of the stations 
that have been built. 

A similar problem faces a new marketer who intends to enter the market. The 
new company has no hope of being able to provide some of the volume 
being handled through existing outlets because all existing outlets are tied. The new 
marketer accordingly has only two choices 


(a) to buy up an existing chain of outlets; or 
(b) to build a new set of outlets, one in every community or market whether 
the community needs it or not. 


Professor T. Barna of The Monopolies Commission in Great Britain stated: 
“The present inefficient distribution is the result of the form which competition be- 
tween suppliers is taking or has taken in the past.” 

“Competition for outlets results partly in direct over-investment in outlets.” 
“Over-investment in petrol stations and excessive site values increase the cost of entry 
for new suppliers.” 

In any community if the existing volume barely supports three existing outlets 
and two more oil companies decide they have to be represented, then the necessary 
result is that the existing available volume must be shared by five rather than by 
three. There will be a period of years before the demand for gasoline grows 
sufficiently to use the available capacity of the five stations during which time most 
or all of the stations will be providing an inadequate living for their operators, lead- 
ing to a succession of failures or closures. 

Where each marketer has several hundred tied outlets to which it has the ex- 
clusive right to sell and to which no other marketer can sell, there is a direct rela- 
tionship between number of outlets and volume marketed. One method of increas- 
ing volume is to increase the number of outlets to which the marketer has the ex- 
clusive right to sell. 

The question is not so much whether a particular community or market has 
enough outlets to satisfy its gasoline requirements, it is more a question of whether 
the marketer is represented in that market. The market may be small, but if the 
marketer is going to have any part of it he must have an outlet there. To some ex- 
tent the number of outlets there are in a community may depend on the number of 
companies that want to be represented in that community rather than the need of 
the community for more outlets. 

The building of another outlet in a community to share the existing volume 
available in that market may mean that all outlets will be reduced to an economic- 
ally marginal volume. However, the marketer who isn’t represented there wants its 
market share regardless of cost and regardless of the impact on existing service 
station operators. 

The Committee is of the opinion that overbuilding occurs in part because of 
the artificial stimulus created by tied outlets. There would be less pressure for over- 
building if outlets were not tied to particular marketers. 
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CHAPTER 26. EXTINCTION OF PRIVATELY OWNED SERVICE 
STATIONS 


(1) Canadian Trend 


The Restrictive Trade Practices Commission in Ottawa in its 1962 Report at 
page 21 found a large increase in the number of lessee operated stations and a de- 
cline in the number of owner operated stations between 1951 and 1958. Changes 
in relative importance of the four types of stations selling national brand gasolines 
may be seen by comparing the following percentages for January 1, 1951 
and January 1, 1958. 


Canada 
January 1, 1951 January 1, 1958 
Lessee* operated #2 Ss eres ree) ae Eee 13.2% 25.7% 
Financially ‘assisted (2 Slee 1AM) Pesibacs ears 11.8% 15.5% 
Owner ‘operated (aie 2te tis Rae ee 74.9% 58.1% 
Company owned and operated ~ 0 0.1% 0.7% 


Table 108 which follows, appeared at page 22 of the Commission’s report and 
gives details of the sharp percentage increase in lessee operated and company 
operated service stations between 1951 and 1958 while owned stations were clos- 
ing. 


It is to be noted that 3,476 independently owned service stations went out of 
business during the same period that 4,923 oil company owned but lessee operated 
stations were built. 


3,476 privately owned independent service stations ceased to operate during 
the period when oil companies increased the number of outlets over which they have 
a substantial measure of control as follows. 


4,923 additional lessee operated outlets 
575 additional company operated outlets 
1,628 additional outlets financed by oil companies 


7,126 additional outlets substantially controlled by oil companies 


Table 108. 


Changes in Relative Importance of Different Classes of Service Stations*—1951 to 1958 
Number of Stations and Percent of Total 


Lessee Financially Independent All 





Operated Assisted Brand Classes 
Date No. % No. % No. % No. % 
January, 4,245 13:2 3,820 11.8 24,162 74.9 32,263 100 
January, 4,609 14.5 4,470 13.9 22,800 3 31,991 100 
January, 5,382 15.7 5,424 15.7 23,506 68.3 34,404 100 
January, 9,168 25.7 5,502 15.5 20,686 58.1 35,599 100 
Changes in Number in Period and Percent Changes 

Period No. % No. % No. % No. % No. % 
January, 1951 to 

Janviaty, 9 1953.) -abete +16. 211) 4364 bf 8.6. 650 417.0, —1,\862 = 5.6) —=3 972 = os 
January, 1953 to 

January) 1955 )$-7e 2 20 = 17,8) ) ei TTS) GS» 42954 021 3 7065 eS @ 2) 413 ee 
January, 1955 to 

January, 1958) 2254. +151 +1641 43,786 + 703 + 78 + 1.4 —2,820 —12.0 +1,195 + 3.5 
January, 1951 to 

January, 1958) 222..ui.. +207 +575.0 +4,923 +1160 +1,682 +440 -—3,476 —14.4 +3,336 +103 


* Based on Data for 21 companies comprising 97.6 per cent of total stations in 1958. 
(Green Book, p.43) 
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(2) Alberta Trend—Decline in Privately Owned Outlets - 


The trend to increasing numbers of oil company outlets and to decreasing 
numbers of privately owned outlets which was apparent from the Restrictive Trade 
Practices Commission report relating to the 1950’s is even more apparent in Alberta 
in the 1960's. 


During the ten year period from 1955 to 1965 in Alberta the subsidiaries of 
five “cartel” oil companies increased the number of tied retail outlets over which 
they have a measure of control from 1,381 to 2,757, while during the same period 
other marketers declined from 1,547 to 387. Tied outlets include both lessees and 
owners, but the lessees increased in number while owners decreased. 


An examination was made of the outlets of one company over a 15 
year period. During this period the number of lessees increased and the number of 
owners declined. For each additional lessee established approximately 5 owners 
ceased to operate. Although the oil company keeps building too many stations and 
establishing new lessees, if there is criticism of over-building the oil company can 
point to a net decrease in number of outlets. The oil company is steadily increasing 
the number of leased outlets, but the number of owned outlets is decreasing more 
rapidly resulting in a net decrease. 


During the 15 year period, although there was a very large increase in gasoline 
consumption by the automotive market, the volume sold by owners only increased 
by one half while the volume sold by lessees increased by five times. The number 
of owned outlets receiving financial assistance over the 15 year period did not vary 
greatly, but the volume sold by owners (financed) doubled. It appears that 
financial assistance is given to those owned outlets whose volume is increasing more 
rapidly than that of the average owned outlet. Such financed outlets with large 
potential volume have frequently been acquired by the oil company in due course 
and become lessee outlets. 


In outlets classified as “service stations” the private owner has largely been 
eliminated. In outlets classified as “other businesses with some gasoline sales” there 
are still numbers of private owners. In such outlets, the gasoline gallonage per out- 
let is small and the owner’s income is principally derived from his “other business”. 
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CHART 61 


TREND TO 


EXTINCTION OF OWNED OUTLETS 
ALBERTA 1950 - 1965 


ErSiD INE IN NUMBER 


1950 1955 1960 1965 
OUTLETS LEASED 
BSS) FROM OIL COMPANY 6h am 16% 21% 
OUTLETS OWNED 
[wa} BY OPERATOR 94% 92% 84% 79% 
94% 92% 
90% 
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80% 79% 
70% 
60% 
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SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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1965 
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1960 
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1955 
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(3) “Cartel” Subsidiaries Increase Outlets in the Alberta Market 


The outlets of “cartel” subsidiaries increased from approximately 1381 to 2757 in 
the ten years. 


The outlets of other marketers declined from approximately 1547 to 387 in the 
ten years. 


Gulf Oil which appears to have had no outlets in Alberta prior to 1955 acquired 
control of British American in 1956. By 1965 it had 1040 outlets, most of which 
were formerly outlets for independent Canadian marketers. 


The Shell Group similarly increased their outlets from 10 to 537 partly by buying 
former independent marketers. 


Table 109. 
Province of Alberta—Relative Number of Retail Outlets 
“Cartel” and Other Marketers, 1955-1965 
1955 [957 4959 " 19615) 1963 eo 


Imperial Oil = 1054 987 965 873 870. 803 
British “American $1222.25 x72 567 579 543 Jui | 530 
Gr. West Distrib. (Red Head) 145 143 137 120 115 
Anglo-American (Purity te 220 264 266 248 262 























Royalite _ 6 48 97 117 119 510 
Total B/A Royalite Group _ 710 716 663 1047 1040 

Shell are 10 34 104 179 327 301 

NORTIAS(AS. eo et kee 150 202 206 151 

Canadian Oil (White Rose) 251 267 278 274 271 236 
TotalfShelli Group 2 2-7 10 34 104 330 598 537 
Texaco ie ‘ 317 320 350 358 371 369 
Stantingieor Boo eee ee 8 8 8 
Pacifigy sve. = a a 3 Zn fai! 
Husky 23 29 - 46 83 
U.F.A. Co-op Ba 120 116 126 109 98 124 
Department Stores 7 Pea 2 + a 5 8 
Other: Non-Brands |... #2502 64 77 79 90 106 101 


Total “Cartel” Subsidiaries ___ 1381 2051 2135 2232 2894 2757 
Total Other Marketers ______ 1547 97645079 872 AM Oe 387 


Total Outlets 2928 3027 3214 3104 3171 3144 





“Cartel” subsidiaries designated in bold face. 
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CHART 63 
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Retail Outlets of “cartel” subsidiaries 


Imperial Oil was the first of the “cartel” subsidiaries to commence marketing 
in Alberta. It built service stations, bought good privately owned stations, “tied” 
other privately owned stations by contracts and developed its retail outlets over a 
long period of time. 


Gulf Oil bought a share of the Alberta market by a series of acquisitions and 
mergers of local independent companies. It acquired the controlling interest in 
British American in 1956. British American’s acquisition of Royalite through a 
share exchange was completed in 1964. British American acquired control of 
Anglo American in 1962, which marketed under the brand name Purity 99. In 
1955 a controlling interest was acquired in Great-West Distributors which marketed 
under the brand name Red Head. It was merged in 1963 with Anglo American and 
two other marketing companies as Purity 99 Oil Ltd. which was in turn united with 
Royalite in 1965 under Royalite’s brand. 


In 1955 Shell Oil had only ten stations and one percent of the volume in Al- 
berta. Ten years later it had 537 stations and 16.5% of the Alberta market. This 
growth was achieved partly by buying locations and erecting its own stations or by 
buying privately owned service stations and partly by buying out other Canadian 
marketers. North Star Oil Ltd. was acquired by Shell through a share exchange in 
1960 and by 1963 the former North Star stations all bore the Shell brand. Canadian 
Oil was acquired by a Shell subsidiary in 1963 through a share exchange.and was 
subsequently sold to Shell. The former Canadian Oil stations with their White Rose 
brand are being gradually phased out. 


Texaco built service stations, bought good privately owned stations, “tied” 
other privately owned stations by contracts and was well established in the Alberta 
market by 1955 and neither its share of the market nor its number of outlets have 
changed very greatly in the ten years since. 


Standard Oil of B.C. which markets under the Chevron brand entered the Al- 
berta market relatively recently by developing eight service stations about 1961 and 
there has been no change in its number of service stations or share of the market. 


As the “cartel” subsidiaries entered the Alberta market the Canadian com- 
panies engaged in refining, wholesaling or marketing which then existed have been 
bought out one by one by the “cartel” subsidiaries. Many of the better privately 
owned service stations have also been acquired by the “cartel” subsidiaries. 


Retail Outlets of Other Marketers 


Pacific Petroleum entered the Alberta market in 1961. Since then it has been 
opening outlets rapidly and its market share is estimated to have increased from one 
percent in 1963 to 3.7 percent in 1965. Phillips Petroleum Company of the United 
States owned 45 percent of its common stock. 


Husky Oil conducts operations both in the United States and Canada. It 
established a small refinery at Lloydminster, Saskatchewan in 1947. It commenced 
marketing gradually and by 1955 had only four stations in Alberta. However, in the 
six years between 1959 and 1965 its number of outlets increased fourfold and its 
market share almost doubled. 


The United Farmers of Alberta Cooperative acquired Maple Leaf Petroleums, 
an Imperial Oil subsidiary in 1957. There has been little change in its number of 
outlets or share of market during this ten year period. 


The “one stop shopping” concept introduced by shopping centers and the re- 
sulting change in consumer buying habits promoted Woodwards and Simpsons-Sears 
to construct and operate service stations adjacent to their department stores. In nine 
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years they have captured 1.9 percent of the total retail gasoline market through 
eight outlets. In 1965 each of these department stores had four service stations in 
Alberta. The department stores are experienced and efficient retailers in many lines 
other than gasoline, and their advent will have an impact on the traditional oil com- 
pany approach to retailing. 


During the period from 1955 to 1965 


(a) sales of automotive gasoline through retail outlets increased 65% 


(b) most existing independent Canadian refiners, wholesalers and marketers 
with chains of outlets in Alberta were bought up by “cartel” subsidiaries 


(c) the “cartel”? subsidiaries continued to acquire good privately owned ser- 
vice stations and to develop their province wide chains of outlets to in- 
crease their representation and sales volume 


(d) the U.F.A. Co-op continued to exist and maintain its share of the market 


(e) Off-Brand retail outlets, such as Mohawk, which account for a small 
proportion of the market increased in number somewhat and also in- 
creased their sales volume, 


(f) two department stores began to operate service stations in conjunction 
with their shopping centres which quickly acquired exceptionally large 
sales volumes per outlet. 


Due to oil company policies of subsidizing lessees and building too many ser- 
vice stations, the privately owned service station appears to be doomed to extinc- 
tion. This is true notwithstanding the brand of gasoline sold. 


In subsidiaries of the four cartel companies which market in Alberta 
(a) the number of lessee operated service stations is increasing, 

(b) the volume sold by lessee operated service stations is increasing, 
(c) the number of owned service stations is decreasing, 

(d) the volume per station of owned stations is decreasing. 


Generally the only privately owned service station with high volume are old 
locations where some new economic development has suddenly and unexpectedly 
enlarged the business opportunity for the owner, or those rare locations where an 
owner has succeeded in operating for many years without accepting financial assist- 
ance from his oil company supplier. In either case the owner acquired the location 
many years ago when it was less attractive and has held on to it continuously since. 
The result is that most “owned” stations are old and haven’t modernized in the 
same way that the oil companies have done with their lessee stations or their 
financed stations. 


If the oil company can persuade an owner to modernize such an old station in 
a good location, he usually requires financing which is provided by the oil company 
and secured by a mortgage on the premises. The mortgage payments on a large 
mortgage extend over a period of 20 or 25 years which is usually close to the re- 
maining business lifetime of the owner. 


After the owner has struggled hard to meet his heavy payments of principal 
and interest on the mortgage for a few years, in competition with lessees around 
him whose rent is subsidized, the oil company usually offers to purchase. 


By offering an attractive price which gives the owner a capital gain, combined 
with an offer by the oil company to lease the premises to the service station opera- 
tor at a rental substantially less than the principal and interest payments on his 
mortgage, the owner can usually be induced to sell and to become a lessee. 
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Some former owners soon find they are unable to tolerate the ties and restric- 
tions that limit and frustrate a lessee in the conduct of his business, and the initial 
rental inducement is soon wiped out by frequent rental increases so that the former 
owner abandons his lease and is replaced by a new lessee. In any case the service 
station has ceased to be privately owned and is now lessee operated. 


Of the persons who still remain classified as “owners” of retail gasoline out- 
lets the majority are not owners of “service stations” but are owners of “other busi- 
nesses with some gasoline sales”. 


Such other businesses are usually in a loaction which does not have enough 
gasoline volume to warrant a service station but, 


(a) 
(b) 


(c) 


there is some demand for gasoline and it is a convenience to the public 
to have gasoline available at that location; and 


the owner’s livelihood is primarily provided by some other business in 
which the oil company is not interested and the gasoline sales simply 
supplement his income; and 


the oil company is interested in supplying such volume as is handled by 
the outlet, but the volume is not sufficient to interest the oil company 
in acquiring the location. 


The conclusions accordingly are: 


(a) 
(b) 


(c) 
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oil companies own most service stations, 


privately owned service stations that still exist are doomed to extinc- 
tion; and 


private owners will be found primarily in other businesses which have 
some gasoline sales with relatively small volume per outlet. 
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CHAPTER 27. TURNOVER OF WHOLESALERS 


(1) Independent Wholesalers Decline 


As privately owned service stations declined in number and in gallonage 
handled, and as the “Cartel” companies tied an increasing share of the market 
there was less opportunity for independent wholesalers and refiners. In the squeeze 
between declining markets and aggressive expansion by the “Cartel” many indepen- 
dent wholesalers and refiners saw the handwriting on the wall and sold out to the 
eCartel’. 


Sales of taxable fuel oil have increased from 78,952,230 gallons in 1938 to 
345,213,754 gallons in 1965 being an increase of 4.37 times. Only two of the 
“Cartel” subsidiaries were directly engaged in marketing in Alberta in 1938. Im- 
perial and Texaco, and together they supplied less than 38% of the market. 


The “Cartel” subsidiaries gradually took over former independents and en- 
larged their share of the market. For instance late in the 1930’s the Texas Cor- 
poration acquired a controlling interest in McColl-Frontenac Oil Co. Ltd. and then 
merged this company with its Canadian subsidiary the Texas Company of Canada 
Limited. 


Table 110 shows some of the takeovers of wholesalers and their retail outlets 
by the “Cartel” companies during the period 1955 to 1965. 


By 1965 the subsidiaries of four of the “Cartel” companies supplied 87% of 
the market and the number of independent Canadian marketers and their market 
share had declined. 


The sales of taxable fuel oil by wholesale marketers operating in Alberta is 
compared for the years 1938 and 1965 in Tables 111 and 112. During this period 
the market share of independent marketers declined from 62% to 12142%. 
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CHART 64 
‘CARTEL’ SUBSIDIARIES vs ALL OTHER MARKETERS 
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(2) “Cartel” Subsidiaries Buy Independent Canadian Refiners and Wholesalers 
and Increase Market Share 


Independent Canadian refiners, wholesalers and marketers which operated prior to 
1955 ceased to exist as they were acquired by and became “cartel” subsidiaries. 


The U.F.A. Co-op is the only Canadian owned marketing organization existing in 
Alberta in 1955 which has continued its identity and has not been acquired by the 
cartel. 


The percentage of the market supplied by “cartel” subsidiaries increased from 
approximately 55% in 1955 to 86.8% in 1965. 


The percentage of the market supplied by other marketers has declined from 
approximately 45% in 1955 to 13.2% in 1965. 


Automotive gasoline sales increased 65% from 1955 to 1965. Thus although Im- 
perial’s percentage of market volume dropped from 40% to 29.7%, its gallonage 
sold increased 24%. Other “Cartel” subsidiaries whose percentage of volume was 
increasing had more spectacular increases in sales volume. 


Table 110. 


Province of Alberta—Relative Percentage of Market Share of Gasoline Sold 
Through Retail Outlets “Cartel” and Other Marketers, 1955-1965 


7955. 919572 1959 ~ 196] MAR SOSe 1965. 
% % % % % % 


























Imperial Oil 40.0 35.8 33.4 31.4 29.8 29.7 
British American ________ 20.0 18.4 16.8 16.0 16.0 15.4 
Gr. West Distrib. 

CR¢cde@ Heat) ge = ee 3.0 3.3 2.9 Zed 2.4 
Anglo-American (Purity 99) 7.0 eo 6.2 2S 5.5 
Royalite Z 0.3 2.9 Pel 4.4 4.5 12.4 

Total B/A Royalite Group —_ 21.7 19.7 18.7 28.4 27.8 
Shell = . 1.0 959) 5.8 8.4 11.9 11.1 
North Star 4.0 5.3 4.9 3.3 
Canadian Oil (White Rose) 7.0 6.2 6.0 6.5 6.5 5.4 

otau.onell Group) 2.2 === 1.0 Paegi 5.8 11.7 18.4 16.5 

Texaco. o. 14.0 13.8 13.5 13.3 13.4 12.4 

Sianidard: Of ult, Wcwetesee = 2 0.4 0.4 0.4 

Pacific 66 bh bas 1.0 Bi) 

TUSK Viger xs ee Le. 15 Dee 

U.F.A. Co-op __~ is 2.0 2) Dee 1.9 1.8 ee 

Department Stores 2-222 == 0.2 123 1.5 1.6 io 

Other Non-Brands ____-_ ee De 21 3.0 Bal he 





% % % % % % 


Total “Cartel” Subsidiaries __ 55 74 77.3 75.5 90.4 86.8 
Total Other Marketers _____ 45 26 Doe 24.5 9.6 132 


Total Sales ss e 100% 100% 100% 100% 100% 100% 





“Cartel” subsidiaries designated in bold face 
Chapter 27 Page 385 


Table 111. 
Alberta Wholesale Marketers — 1938 Sales of Taxable Fuel Oil 





% of 
“Cartel” Subsidiaries Gallons Total 
Impenal JOT tds See ee ee 24,540,921 31.08 
Texas Co. of Canada Limited ... 5,211,753 6.60 37.68% 
Other Marketers 
British American Oil Co. Ltd. _. 13,839,726 17,55 
North estan: Ost 5,057,960 6.41 
Great West Distributors Ltd. _. 4,745,815 6.01 
Maple Leaf Petroleum Limited _. 3,660,774 4.64 
Arctic Oil Company & Arctic Oil 
Sales) Co. Limited == ee 2,333,170 2.95 
Canadian Oil Companies Limited 2,296,549 2.91 
Union Oil Co. of Canada Limited 2,243,594 2.84 
Gas" & Oil’ Products td 2,242,289 2.84 
Becker Oil Co. Ltd. & Becker 
Refineries Lid) === 21925355 2.78 
Whions Osi Ltd. ee ee 1,663,533 oN Ma 
Bell Refining Co. Ltd. & Bell 
Distributors: (td eee eee 1,366,829 173 
Oughton Brothers iga20 = Sean 970,359 1.23 
Alberta Hi-Way Refineries Ltd. _ $48,174 0.69 
He Me crimble ce Sons 458,998 0.58 
McColl-Frontenac Oil Co. Ltd. _ 454,483 0.58 
All other companies 2 23 5,124,948 6.49 62.32% 
Totall? sock ee ee 78,952,230 100.00% 











Table 112. 
Alberta Wholesale Marketers — 1965 Sales of Taxable Fuel Oil 
% of 
“Cartel” Subsidiaries Gallons Total 
Imperial Oil (Company: Limited) 2. ee ee 
British) Amencan Oil ‘Gompany Limited ss eee ee 
Royalite,Oil \Company Lid. 2e Ae Bae 
Shell ‘Canada Linited’ 22 Say ae Ane 
Texaco (@anada Limited emessc. =) eee ee ee 
Standard Oil Company of British Columbia Limited _.._ 
Sub” Dotal,22.2.44...2 Ts oe 8 eh See eet 302,125,433 87.5% 
Other Marketers 
Pacific, Petroleums: ktd) aos ae eee ee 
Husky Oil,Canada , Lidge 2 ee eee ee es ee 
Federated™ Co-operatives: Limited = sees = een ee 
United Farmers of Alberta Co-operative Ltd. 
Mohawk. Oil Company, Lid 2 =) eae Te eee 
“All. othergcompanies 22 = ee 2b tee i 
Sub" otal peer ee ee wee ee 43,088,321 12.5% 
PVOTALY tee ote ee De ee ee 345,213,754 100.0% 








Source: Gasoline Marketing Enquiry Records. 


Page 386 Part 7 


Prior to 1938 only one “Cartel” subsidiary had a refinery in Alberta namely 
Imperial Oil with its refinery in Calgary. At that time there were other small re- 
fineries of various kinds including: 

British American Oil Company at Coutts, 

Bell Refining Company Limited at Calgary, 

Gas & Oil Products Limited at Turner Valley, 

Lion Oils Limited at Calgary, 

Becker Oil Company at Turner Valley, 

A refinery in Lethbridge using Montana crude, and 

A refinery in Wainwright using Wainwright crude. 


Professor T. Barna of The Monopolies Commission in Great Britain stated: 


“All modern refineries in this country are owned by major petrol companies and, un- 
like on the continent, there are no independent refineries on any scale. The close con- 
trol of retail outlets by leading suppliers of petrol has discouraged others from setting 
up refineries in the United Kingdom.” 


By 1965 the “Cartel” subsidiaries owned all refining capacity operating in Al- 


berta and the Canadian independent refiners in this Province had been bought out 
or ceased to operate. 
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PART 8 
OIL INDUSTRY PRICE STRUCTURE 


CHAPTER 28. INTRODUCTION TO COSTING AND PRICING 


(1) The Operator’s Complaints About Price 
In the consideration of the relationship between service station operators 
and oil companies, the Committee found that large numbers of service station 
operators voiced two complaints about price, namely 
(a) off brand outlets can buy the same quality of gasoline from the same 
refinery at a lower price which enables them to retail at a lower price; 
and 
(b) small commercial consumers such as taxis, cleaning plant delivery 
vehicles, and other commercial consumers who don’t purchase as large 
a volume as the service station, can buy gasoline cheaper than the 
service station does. 


In other words, the service station operator complains that the oil company 
sells for less, not only to other retailers, but to consumers who purchase smaller 
volumes. 


Frequently the operator is able to produce invoices which appear to sub- 
stantiate his claim. For instance, in one case the operator had a service station 
in a small city, and he also operated a school bus from his residence a few miles 
outside the city. He had two invoices from the same oil company. One invoice 
was addressed to his service station, covering 1,500 gallons of regular gasoline 
priced at 22.4c per gallon, plus tax. The second invoice was addressed to him 
personally at his residence address and covered 500 gallons of regular gasoline 
priced at 20.9c per gallon, plus tax. The price at his service station was 1'2c 
per gallon more than the price for a smaller quantity delivered to his residence. 
Both deliveries were by tank trucks, and the distance to his residence was several 
miles further than the distance to his service station. 


Another operator produced invoices to his service station from his oil 
company at the dealer posted tank wagon price of 19.8c. His friend, a trucker in 
the same community, purchased from the same oil company, and he had copies 
of invoices to the trucker. These invoices were at the posted commercial tank 
wagon price of 20.8c, from which a discount of 4.8c was shown on the invoice. 
The trucker’s discount of 4.8c per gallon gave him an actual price of 16c per gal- 
lon as compared with the price being paid by the dealer of 19.8c per gallon for 
larger quantities. 


The operators, in addition to their complaints about unfairness or discrim- 
ination in the prices at which they buy, also complained about oil company 
interference in their freedom to fix selling prices. They considered that once 
they had purchased the gasoline from the oil company, they should have freedom 
as independent business men to determine their own selling prices, free from oil 
company interference. They complained about a variety of oil company practices 
which directly or indirectly influenced the retail prices which could be obtained 
by the operator. 


One of the greatest sources of irritation between oil companies and their 
operators was the system of “commission consignment,” which, operators allege 
is instituted periodically by the oil companies. When commission consignment 
becomes applicable, the operator loses his freedom to determine his mark-up 
and has to accept, instead, a lower commission fixed by the oil company which 
either reduces the operator’s profit or causes him to operate at a loss. 


Fairness of price in the oil industry is an extremely complex subject. It was 
the prime concern of the British Columbia Royal Commission which studied 
the problem for three years, and it has been the subject of many other studies. 
Some understanding of the price structure is necessary before specific problems 
can be dealt with. 
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(2) Integrated Industry Price Problems 

In a fully integrated industry where the substance belongs to the same com- 
pany from the time it is a raw material in the ground until the time that the 
finished product is purchased by the ultimate consumer, you have to go all the 
way back to the beginning to determine what costs are and you have the choice 
of many methods in computing costs, fixing prices and determining their fairness. 


In an integrated oil company, 


Division of Company Product Produced 

Exploration produces reserves of petro- 
leum and natural 
gas 

Production produces crude oil 

Transportation produces availability 


(pipelines, ocean 
tankers, railway 
tank cars, tank trucks) 


Refining produces refined products 
Marketing produces customers 


As the substance passes from division to division of the same company, 
each division incurs costs and contributes added value. 


The fully integrated company, with the above major divisions, also owns 
and provides services which involve costs, and which may be used by one or 
more divisions. For instance, the accounting and computing services of the 
comptroller’s department may be used for one purpose by the exploration division, 
for another purpose by the refining division, and for another purpose by the 
marketing division, etc. Such services involve costs which may or may not be 
directly charged to the divisions using them, and such services also contribute 
to the value added at every divisional level. 


To properly determine costs of an integrated oil company you would have 
to analyze costs of all divisions at all levels, as well as costs of all services and 
how they are allocated. 


The prairie grain farmer conducts an integrated operation which can be 
compared with that of the integrated oil industry. The farmer could divide his 
operation into distinct divisions such as the cultivating division, the seeding 
division, the harvesting division, and the sales division. 


Like the integrated oil company, the farmer could calculate “costs” at any 
divisional level and fix a “price” at that divisional level, and he could transfer 
from one division to the other at that price. This is obviously a hypothetical 
exercise because there is no change of ownership at such levels and no necessity 
to designate a price. 


Like the integrated oil company, the farmer would have the problem of 
allocating common costs and services between divisions. For instance, equip- 
ment like the tractor would be used by the cultivating division, the seeding division, 
and the harvesting division, and a judgment factor is involved in estimating and 
allocating these costs to divisions. 

It is clear that the farmer makes no profit on any division of his operations 
until he is paid a price for his grain. If the price received exceeds all of his 
costs in all of the divisions of his operations, he has then made a profit which 
he could arbitrarily allocate between the various divisions which contributed to it. 

The same situation exists in the oil industry. 

No profit is realized until the integrated oil company parts with ownership 
of its products for a price. 

The significant calculation is whether the price realized on the sale of 


products exceeds all costs incurred in every division of the integrated industry 
which contributed to the ultimate price. 
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It is obviously impossible for this Committee to conduct a study of an inte- 
grated oil company by analyzing the costs of all divisions at all levels, as well 
as the costs of all services, and how they are allocated. Many of the essential 
component parts of such a study are outside the Committee’s terms of reference 
and beyond Alberta’s jurisdiction. 


A study on a national scale would be much more effective because all the 
divisions and all the services of fully integrated national subsidiaries of the in- 
ternational oil companies could be examined. However, even at this level there 
are severe limitations. 


National subsidiaries have a great many dealings with their international 
parents which vitally affect both their costs and their prices. They may obtain 
crude from outside the national borders at one location and deliver crude outside 
the national borders at other locations. 


The price of crude itself appears to have a world wide pattern unrelated 
to variations in producing costs, and it appears certain from the findings of the 
Federal Trade Commission in its study of the “International Petroleum Cartel” 
that such prices are not determined by any Canadian production costs. The 
refineries belonging to Canadian subsidiaries may use world wide patents held 
by their International parents or their subsidiaries on devices or processes held 
by them, paying license fees or royalties for their use, and such license fees or 
royalties, not negotiated at arms length, may have a substantial impact on national 
costs and prices. National subsidiaries may obtain financing services, manage- 
ment services, and consulting services from its international parent or its sub- 
sidiaries abroad. Subsidiaries of the same parent may deal with one another 
by buying and selling reserves, participating in joint ventures in exploration and 
production, buying and selling one anothers shares and have any number of 
internal dealings which may materially affect the costs and the pricing of any 
such national subsidiary. 


The international companies are so vast, and their operations vitally affect 
the national interests of so many governments, that in a sense they are practically 
immune to effective unilateral investigation or action by any one government. 


When one division of an integrated company delivers what it has produced 
to the next division of the same company there is no change of ownership and 
no necessity to fix or state a transfer price. If it is stated or fixed, this may be 
done for a specific purpose, and the price so stated or fixed might not be the best 
for some other purpose. Such a price may or may not be established and in 
any case it is arbitrary and not determined by market forces of supply and demand 
and competitive bargaining in arms length transactions. 


When the producing division of a “Cartel” company within an Arab country 
wishes to transfer the oil it has produced to another division of the same com- 
pany outside that Arab country (such as its transportation division, a refining 
division, or marketing division), then, as there is no change of ownership, there 
is no need for a price to be stated or expressed so far as the company is con- 
cerned. However, as the Arab government wishes to collect a royalty, it is 
necessary to state a price which can be used for the purpose of calculating royalties. 


Similarly in Alberta, when the producing division of a “Cartel” subsidiary is 
transferring the oil it has produced to its refining division within the Province, 
there is no need so far as the company is concerned to state or express a price. 
However, for the purpose of paying royalties to land owners or to the government 
a price is required for the purpose of calculating royalties. 

Also in Canada, a percentage of the oil is produced by independent producing 
companies not engaged in refining or marketing. When this percentage of indepen- 
dent oil is purchased to join the main stream of oil produced by the integrated 
companies, a purchase price must be fixed for this purpose. In the world wide 
picture, the production of independent oil companies is a small fraction, and the 
majority of the world’s oil moves from production divisions to refining divisions 
of the same integrated companies without any change of ownership. Accordingly, 
for the majority of the world’s oil, the “prices” on such transfers are simply book 
entries which do not reflect bargaining or arms-length transactions. 
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After refining, a majority of the world’s refined products are disposed of by 
transfers from refining divisions to marketing divisions of the same integrated 
company where there is still no change of ownership, and prices are not needed, 
and are frequently not expressed. 


A small percentage of refinery production is actually sold to independent 
jobbers or wholesalers so for this purpose a price is required. These purchasers 
are totally dependent upon the integrated companies for their source of supply. 
They provide competition at the retail level for service station operators who are 
similarly dependent on the same integrated companies for their source of supply. 
However, the great majority of refined products is not sold at the refinery level, 
but is simply transferred from the refining division to the marketing division of 
the same company. 


The integrated company which has explored, produced, transported, refined 
and marketed, only gives up ownership and possession when it finally sells to a 
purchaser. It is at the point of sale that money comes in which must pay the costs 
of all divisions of the integrated oil company and which provides the total profit 
available to allocate between the various divisions. No costs are recovered and 
no profit is made by any division of the integrated company until the point of 
sale is reached. 


The point of sale which accounts for a very large proportion of the oil com- 
pany profits, is where the oil company sells to the service station operator. 


Within an integrated company, if it was desirable to increase the share of pro- 
fits allocated to a single division, such as the refining division, this can obviously 
be done internally by reducing the transfer price of crude coming in from the 
producing division or by increasing the transfer price of products going out to the 
marketing division. The profits of this single division could similarly be affected 
by increasing or decreasing the charges to it for its proportion of company services 
which it uses such as accounting, financial, management, etc. For any particular 
question and answer the oil company accordingly has a multiple choice of what 
figure to use depending on many variables, such as, where in the divisional 
Structure you start, what assumptions you make, and what result you would like 
to demonstrate. 


The problem of determining cost and price would be difficult enough in 
such an integrated industry if there was only one ultimate product and all costs 
of whatever nature could be charged to that product. However, the oil industry 
starts out with one raw material from which it ultimately produces and sells many 
products. 


Consequently, if you are trying to determine the cost and the price of any 
particular product, this involves allocating to that product, portions of the costs 
incurred at various divisional levels and portions of the services rendered to those 
divisions, whether charged for or not. 

Although it is apparent that the difficulties with cost and price are enormous, 
the Committee considered it should look at the figures in common usage by the 
industry. It was obvious the figures we could obtain would not be complete or 
precise, but the Committee hoped they might contribute to an understanding of 
the problem. 

What has all this cost and price theory to do with the service station operator 
and his complaints about his oil company’s pricing policy? 

When the refining division of a company delivers gasoline to its marketing 
division, it appears obvious that there is one cost for that gasoline at that point, 
whatever that cost may be. 

If one class of customers for gasoline obtains a better price from the market- 
ing division than another class of customers for gasoline, there are various possible 
explanations. For instance, the saving on incremental gallons produced by the 
refining division at lesser “cost” may be allocated to one class of customer 
whose purchases makes the production of incremental gallons possible. Another 
explanation is that the cost of using one channel of sales through the marketing 
division is less than the cost of using another channel of sales through the same 
division and this cost saving is made available to the customer. 
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The marketing division sells several products incurring costs which have 
to be allocated between the different products. The same product, such as 
gasoline, is sold through different channels to different markets, and the costs of 
using different channels have to be compared. 


One item of marketing cost like brand name advertising may help the sale of 
road asphalt or industrial lubricants as well as the sale of gasoline, and a judg- 
ment factor may be involved in allocating the proper proportion of the cost to each 
product. Another item of marketing cost, like credit and accounting, may have been 
incurred partly for sales through one channel to retail dealers and partly for sales 
through another channel to industrial and commercial consumers. To compare 
the cost of selling gasoline through one channel of distribution to a commercial 
consumer with the cost of selling gasoline through another channel of distribution 
to a retail dealer involves allocation of common costs. If costs of handling through 
one set of channels are cheaper than handling through another set of channels, it 
may be fair that there should be a price differential for the same product to 
different purchasers. 
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CHAPTER 29. CRUDE OIL COSTS AND PRICES 


(1) The Price of Crude Oil is an Important Element in the Price of Refined 
Products. 


The B.C. Royal Commission found that the “price” at which crude oil was 
supplied to B.C. refineries was approximately $3.00 per barrel, and that based 
on this “price” the cost of a barrel of refined products was approximately $4.00 
per barrel. (This is a crude “price” of 8.57c per gallon, and a refined products 
cost of 11.43c per gallon, being a refining cost of less than 3c per gallon.) 


The intergrated oil industry apparently allocated approximately 34 of the 
cost of every barrel of refined products to cost of crude (being the costs of its ex- 
ploration, producing, and transporting divisions) and % of the cost to its refining 
division. 

From the point of view of the consumer 


(a) if the cost of refining could be cut in half, this would only reduce his 
purchase price from $4.00 to $3.50, or 124%2%; 


(b) if the cost of a barrel of crude was cut in half this would reduce his cost 
three times as much from $4.00 to $2.50 or a reduction of 3712%. 


In Alberta the cost of a gallon of crude appears to be about 3c, and it is 
tranferred to the refinery at a “price” of 7% to 8c. ; 


It is obvious that the price of crude is a very important element in any study 
of price in the integrated industry. 


(2) Foreign Export Crude is Produced at Low Cost 


The cost of crude from some fields is very low, e.g. in Kuwait the cost is about 
6c per barrel, and in some other countries the cost has been reported as little as 
2c a barrel. 


The cost of export crude oil is made up of two elements, 
(a) the costs of exploration, production and transportation, 
(b) royalties and taxes payable to exporting countries. 


As a general rule payments to exporting countries considerably exceed the 
costs of producing the oil. 


Table 113. 
Cost of One Barrel of Oil — Kuwait 
(1966) 
$ per bbl. 
Exploration, production, and gathering ....................... iia tit. wiees.<ieees £0,041 
Transportation mtOmeXxp OLbe teliniT alee eee nee te a eer ene eee cr es 0.0066 
Amortization“of ‘capitals, 1a Se ee ee oe ee 0.015 
‘Total cost® Of” producing’ 5. 2cre-csstcretttor: secre tpesce teeter ete ee $0.0626 
Royalty and’ other taxes’ 08.0. we 0.211 
Income tax Rives entra cee ee on eee 0.591 
Total Government Receipts ................ 0.802 0.802 
Total: cost per) barrel sean. 12 Ae ee ee $0.8646 
Export? “price”*perbarrel:cei itn ehies eee ee ee ee $1.59 


Source: Gasoline Marketing Enquiry Records. 
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Table 114 
Cost of One Barrel of Oil — Iran 











(1964) 
$ per bbl. 
Exploration, production and transportation to export terminal 0. (0.20 
Mla KE ELT 2 meee pet ate ee eee re ere roe aed seat cate ret aaraae East ee) OOS) 
pT ofalecostPots DLOCUCINe a1... aeRO sete ete tes sire. Meee cen 0.205 
IRGRIE LIN, | cnoncanbaoenahodifedacsad ances Genae HAS CcLeeNG ahi: Gra OOnMci ip cna RL sac cee 0.2225 
LM COTO RL AN Wee re eter ca orn earner at netiesarioe anise agiancanttiecn 0.6006 
MotalaGovernment sReECeIptS to ayscausain Remotes sec eee cheeses issseeseeise 20.8231 0.8231 
BIO Lal RCOSUMTIC Tem LETC | epemee teeta eect reer ce $1.0281 
EXDOrte Prices sper Darrel eames tee. meena che ete ities rotates ets ee ree $1.78 


Source: Gasoline Marketing Enquiry Records. 


Table 115 
Cost of One Barrel of Oil — Venezuela 


Average Costs of all producers in all producing areas whether high cost or low cost 














(1965) 

$ per bbl. 

Exploration, production and transportation to export terminals ...........0...., eesie. O47 

Refining, sales; and other costs, and expenses 2st eee 0.07 

AOL ALE COSLS ane ee ee me ne nn a a een ree a eae wcrareienna men unt ee 0.54 

The above total costs may be broken down 

Operating. Costas yee See he. cee. eee ee ne BA. 2. POS 8 
Depreciation and amortization ......... Se re Cone OSL 6 
Totalecostsimeneeas cet crue tentis..n e Re |. 3 eee RE 0.54 
IS GN allt Ve ae cc a Tec a Ra Mara «ag Dag pepenna “pad 0.47 
ina(eermets Guatel <epdele(R ey yee ee ee ee re 0.482 

MO tAlmeOVERMITIET tere CCL) tS meme meet ree emer eens ee eer 0.952 0.952 

Photals cost pels Darre] pemet. 6 eet Sega ee ee ee $1.492 

EXpOcema Dice wm DCreDarrel Repre tte meme er hte ten Mm toners Senet es hoy -oha sens cose . $2.80 


In Venezuela the minimum royalty rate is 1674% of the value of the crude produced, 
which is valued on a formula based on Texas crude prices. Some producers pay more than 
the minimum 16 24% rate so the average rate for the country is over 17%. 


Source: Gasoline Marketing Enquiry Records. 


(3) High Government Revenues of Exporting Countries are the Largest Element 
of Producing Cost 

Historically, the majority of the world’s exportable crude has originated from 
the Arab countries and from Venezuela. Most of this oil is produced and owned 
by the “Cartel” companies. When they export it it is acquired by other divisions 
or subsidiaries of the same companies at a “price” fixed by the “Cartel” com- 
panies. The posted export price does not correspond to the cost of producing the 
oil. 

The Arab countries and Venezuela formed an organization called “Organiza- 
tion of The Petroleum Exporting Countries”, frequently referred to as OPEC. 

OPEC helped these countries to formulate common policies in dealing with 
the “Cartel” companies. 

Until a few years ago it was a common pattern in the exporting countries 
for the government to collect royalties, income taxes, and make up payments 
which together totalled 50% of the exporting oil companies’ net profit. The oil 
companies’ net profit was determined by deducting the cost of producing from 
its posted export price. 
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Kuwait 


$ per bbl. 
Posted JEXpOrt "price: -2geccecsee oon ee near RE eer TR een eee eee 1.59 
Deduct? cdst“of + producing <2)... sscecnev eee eee oe ene 0.0626 
Nef profit of) oil company pena ee pia Ai Regt erie WP a rete cairn uals A $1.5274 
Kuwait collected royalty plus income tax plus makeup 
pavinent. totalling’ 50 Var... eee eee SF ocetnes Monte, Mie cae 0.7637 
The oil company retained 50% of its net profit ..... Be, eRe ee OS 
Nets profit sof soil companvare soe eee etal. = ental? 2. A, prom y bE! 


Effective in 1964, OPEC, on behalf of its member countries, negotiated a 
“Royalty Expensing Agreement”. 

Previously, the royalty collected was applied on account of the government’s 
50% income tax. Under the new agreement the royalty is in addition to the gov- 
ernment’s 50% income tax, but the oil company’s net income is reduced by al- 
lowing the companies to treat the royalties paid as an expense for purposes of 
computing their net income. 


Briefly, the terms of the OPEC Royalty Expensing Agreement are: 


1. The royalty in crude oil would be expensed to the extent of 124% of posted 
prices at export ports within each country. 


2. The companies would be specifically allowed a 0.5 cent per barrel marketing 
allowance off posted prices. . 


3. The companies would also be allowed a basic 814%2% discount off posted prices 
in computing taxable income in the first year of the agreement (1964). In addition, 
the companies agreed to raise their payments in 1965 and 1966 by progressively 
reducing the 812% basic discount off posted prices. The amount of the reduction 
varied according to the gravity of the crude; for heavy crudes of 27 gravity and 
below the 842% allowance was reduced to 74% in 1965 and 6%% in 1966. For 
lighter crude oil (above 27 gravity), the amount of the discount increased with the 
higher gravity of the crude. Thereby, the allowance for light crudes was above 714 % 
and 612%, in 1965 and 1966 respectively. This provision meant that heavy crudes 
would get a bigger progressive reduction in the discount—and hence a bigger 
increase in its tax—than light crudes. No specific reductions in the discounts 
were provided for in the agreement beyond 1966. 


Using a crude oil posted at $1.78 such as 34 gravity Iranian crude at Bandar 
Mashur, and assuming a 20 cent per barrel producing cost, the profit split compares under 
the old and new agreements in the following way: 





old terms new terms 
$ $ 

Posted: pricey pit .2. essa an eee Pe te eer Oe $1.78 $1.78 
Discount (842% of posting) (1964) 0.0.0... meres Er 0.1513 
Sales price by producing 

companies ito affiliates” wa. eeewee eee ete eee ee 1.78 1.6287 
Deductions: 

PLOGUCINE= (COSt tee ee ation eee oes 0.2000 0.2000 

Marketing sallowalice gee ee cee NNOUAS 0.0050 

1212-9 * royalty “B08, SUH, 2 Ieee 2 ee, Be O.27 780, 02225 0.4275 
LotalitaxablewinCome. acer. poet nneS ote eee ee ee, 1.5622 1.2012 
DO TeS TM COME StAX Ne ceacat tice aioe tal eater ne ete ene eee eee 0.7811 0.6006 
Government Royalty ....... PE Ds cae T aR sa Soe hac OOEEERE s e 0.2225 U2225 
Government yIncome lax). 49), nce Oo Seok. See: 0.5586 0.6006 
Total#Governments Recep isms e sean ee anne ee $0.7811 $0.8231 


Please note that under the old agreement, oil companies “deducted” royalties from income 
tax payments. 


Under the new agreement, by adding royalties and income taxes, and by allowing 
income to be reduced by expensing of royalties, OPEC Member Governments’ per-barre! 
receipts increased within a range of about 3.7 to 5.3 cents in 1964; from 4.3 to 5.6 cents 
in 1965, and from 4.8 to 5.8 cents in 1966. 


At the beginning of 1968, OPEC’s XV Conference decided to accept a last offer 
submitted by the oil companies providing for the progressive elimination of the percentage 
allowance and of the gravity differential allowance over a number of years ending after 
1971 and 1974, respectively. 
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Table 116. 
Comparison of Government Receipts — Per Barrel 


Income 
Tax, 
Area 
Posted Royalty Rentals, 1966 
Export Royalty Per Make Up Per Bbi. 
Country Price* Rates Barrel Pmts. Receipts 
KGULW al it ae ets ae eR ees $1.59 125% $020, +2 == $0,602 30.802 
Saudi Arabia 2.92 etn itscon yo. treat 1.80 ES) 022 See 0.639 0.864 
Prange sticscart: OR Mc Aa, 73! Aes OPI ale 0.663 0.879 
ROR Pn ea: cp RR oa ous SE eles: AS) Oise ale 0.605 0.820 
Qatar ee peer Oe Pe rte cre a wee 1295 WES 0.244 + 0.633 0.877 
Tet byalerd, 2. Poe See Et. Ae aie. Pepi 1285 0276 See 0.594 0.870 
NViENeZClas went ree en eat 2.80 16.67 0.467) + 0.485 0.952 


Average Range 
Well of Average Land 1962-66 
Head Royalty Royalty Acquisition Average 
Price Rates Per Bbl. and Rents Receipts 


8.0% 
INVTAREY . ceed State Bea earn 3260) 16.67 0:29 22 0.11 $0.40 
* The Export prices quoted are at the port and for the gravity of crude shown below: 

Country Port Crude Gravity 
Kuwait Mina-Al-Ahmadi 31 
Saudi Arabia Ras Tanura Arabian Light 34 
Tran Abadan Tranian Light 34 
Iraq Basrah Gia} 
Qatar Umm Said 41 
Libya Es Sider Libyan 39 
Venezuela Puerto La Cruz Officina 315) 


Source: Gasoline Marketing Enquiry Records. 


In an article entitled “Oil Revenues of Host Governments”, published in Pet- 
roleum Press Service, September 1966, page 327, it was pointed out that payments 
to the governments of the principal oil exporting countries have been increasing 
year by year for 20 years. This article reads in part as follows: 


Seven producing countries in the Middle East—Kuwait, Saudi Arabia, Iran, Iraq, 
Qatar, Abu Dhabi and Bahrain—received about $2,300 million in income tax and 
royalties in 1965. About 95 per cent of the total went to the first four. Payments 
were nearly 10 per cent higher than in 1964 and more than double the total eight 
years ago; they have risen each year during the past twenty years—even following 
the 1960 cut in posted prices, the effect of which was offset by the production of 
larger volumes and by reductions in operating costs. Outside the Middle East, 
payments to the Libyan Government in 1965, at $422 million, were more than 
double those for the previous year, owing to increased production and to the 
application of the royalty expensing agreement. Payments to Venezuela in 1965 
amounted to $1,128 million. 

Revenues may also be considered in terms of the return to the government in 
cents per barrel of oil exported. Thus when posted prices fell but larger volumes were 
sold the government’s total take rose but not the per barrel return. OPEC members 
have differing attitudes on this question. Middle East governments, with their 
immense crude oil reserves, are generally speaking more concerned with the abso- 
lute amounts received, which can be devoted to immediate economic development. 
Venezuela, with only enough oil for 12 years at present rates of output, and with 
virtually no exploration going on to find fresh reserves, prefers to concentrate on 
getting the highest return per barrel and is apparently resigned to stagnation in ex- 
port volumes. 

The drop in Venezuela’s per barrel revenue in 1964 and again in 1965 is chiefly 
attributed to lower realizations. Income taxes are related to the actual selling 
prices whereas in the Middle East they are related to posted prices, which insulates 
the governments’ revenues from low market prices. Per-barrel payments in Vene- 
zuela are still higher than in the Middle East, but the difference has been narrowing 
in recent years dropping from 22.1 cents in 1963 to 17.8 cents in 1964 and to 
17.3 cents in 1965. 
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The return per barrel for each country or region depends partly on the price its 
oil commands for locational reasons or because of gravity. Thus the average pay: 
ment per barrel of exports from the Middle East has been adversely affected 
by a change in the composition of its exports. Heavy crudes, with lower posted 
prices, have been increasing their share of the total. Crudes below 30° API, which 
in 1958 accounted for less than three per cent of total Middle East production, 
now account for over 10 per cent. They come principally from Safaniya and 
Khafji, offshore Saudi Arabia and the Neutral Zone. The weighted average gravity 
of Middle East crude exports declined annually from 33.2° in 1958 to 32.6° in 1961, 
at which level it has remained. The weighted average posted price for Middle East 
exports has declined by 1.5 cents since 1961. 


In a subsequent article entitled “Royalties and Revenues”, in Petroleum Press 


Service, July 1967, page 246, it points out a continuing rise in the oil revenues of 
exporting countries and in per barrel receipts. This article reads in part as follows: 


Year 


1956 
1957, 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 


The percentage rise of just over 16 per cent was the largest since the post-Suez 
recovery in 1958, and compares with a rise of just under 10 per cent in 1965. The 
steep rise in 1966 was partly due to the increase in the volume of exports—which 
went up 12.3 per cent to over 9 million b/d in 1966—and partly to higher pay- 
ments per barrel. 


Receipts per barrel of oil exported rose to 81.4 cents for the Middle East as a 
whole, up 2.7 cents or 3.4 per cent over 1965. Reflected in the area totals are 
the much higher payments to Abu Dhabi consequent on a 30 per cent rise in 
exports and the conclusion of new agreements with Abu Dhabi Petroleum and 
with Abu Dhabi Marine Areas; payments almost trebled in 1966 to nearly $100 
million and per barrel payments went up from about 33 cents for 1965 to 75 
cents for 1966. (The larger role played by Abu Dhabi also caused a slight rise 
in the average posted price for Middle East crudes, to $1.696, and in the average 
gravity, to 32.7°, together with a decline in the average sulphur content, to 
1.87 per cent.) 


Another factor in the rise in the per barrel receipts was the reduction in the 
allowance off posted prices under the OPEC royalty expensing agreement, from 
7% per cent in 1965 to 6% per cent in 1966. The effect of the allowance change 
was to give about $14% million in additional revenue to the three countries where 
the formula applied in 1966, Saudi Arabia, Iran and Qatar. 


The acceptance of the OPEC royalty expensing agreement by Kuwait early this 
year and its retrospective application to the operations of the Kuwait Oil Company 
will, together with other cost adjustments, raise payments to the government by 
about $97 million over the three years, of which about $28 million for 1964, 
$32 million for 1965, and $37 million for 1966. It will raise Kuwait’s per barrel 
receipts for these years by something of the order of 3% cents per barrel in the 
first year, 4 cents in the second and 4% cents in the third. 


Table 117. 


Government Oil Revenues* (Million $) 


Saudi Total 
Kuwait* Arabia Iran Iraq Otherst M.E. Libya Venezuela 
ees 10 $300 $153 $193 $ 47 $1,003 $ 738 
338 323 21 137 SH 1,068 968 
425 310 247 224 nie 1,278 993 
405 315 263 243 69 1,295 926 
465 355 285 266 70 1,441 877 
464 400 301 266 70 1,501 ae) 938 
526 451 334 267 75 1,653 39 1,071 
a57 502 398 325, 83 1,865 109 1,106 
626 561 475 353 96 Paani 197 1,122 


639 653 534 375) 119 2,320 Sufi 1 2) 


Be es, 680 805 607 394 208 2,694 476 1,059 


* Retroactive payments where possible are allocated to the year applicable. Additional payments to Kuwait 
for 1954, 1955 and 1966 have however not been included. 


7 Qatar, Abu Dhabi, Bahrain. 


Source: Gasoline Marketing Enquiry Records. 
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Table 118. 
Government Receipts (cents per barrel of exports) 


Saudi Total Vene- 
Year Kuwait* Arabia* Iran Iraq Otherst M.E. Libya zuela 
1956) ees 76,56 S22 84.3c 89.5c SaEoC 82.3¢ 87.2¢ 
Sy Eee enema 79.6 88.2 86.8 oom DLs 85.7 103.0 
SES ieee Sane 81.7 81.7 89.0 88.9 92.4 84.8 111.6 
195 98 cB Be 77.8 75.8 83.6 82.4 89.1 79.8 98.4 
1960. 2: gente. 76.4 75.0 80.1 78.6 88.7 Tit 89.2 
1961s Segoe 74.4 TSS) 75.8 76.5 87.2 W383 62.7¢ S28 
1962> eee. 74.8 76.5 74.5 76.7 83.4 VD 64.7 O29 
1963 Bee. 74.3 78.7 TE 80.7 JOP TIS 65.0 98.6 
1964.00 o eee 77.0 82.0 81.8 80.1 58.4 TASS 62.9 95.4 
TO 6S cre. Seen ce Sei 83.0 82.9 81.7 Sed! TST 83.8 95.0 
1966-25. eee as: 80.2 86.4 83.2 81.3 VS 81.4 87.0 91.2 


* Including half Neutral Zone. 
7 Qatar, Abu Dhabi, and Bahrain. 


Source: Gasoline Marketing Enquiry Records. 


(4) There is a Wide Margin Between Crude Cost and Crude Export Price 


If you look at the essence of an export transaction, what has occurred is a 
transfer of possession from the producing division of the “Cartel” company with- 
in the producing country to another division of the “Cartel” company outside the 
producing country. Using Kuwait as an illustration, although an export price of 
$1.59 is expressed in connection with this transaction, the actual cost is simply 
6c, being the cost of production, plus 80c being the payment to Kuwait before the 
oil can be taken out. The remainder of the posted or expressed export price is 
simply a book entry, or an unrealized profit, because the same company owned 
the oil both before and after this transaction and there wasn’t any sale. 


In a book entitled “World Crisis in Oil” by Harvey O’Connor published in 
New York in 1962 it is stated at page 273 


« _. that in the Near East it took only one year to realize 100% on an investment 
in oil, whereas in Venezuela it took 1.2 years, and in the United States 3.1”. 


Similarly in Alberta, the producing division of a “Cartel” subsidiary which 
produces oil at a cost of $1.04 per barrel, or 3c per gallon, transfers that oil to 
the refining division of the same company at a “price” of $2.65 a barrel or 7’2¢ 
per gallon. 

No sale has taken place because ownership of the oil remains in the same 
company. The “price” so established is simply a book entry which can be used 
for the purpose of calculating royalties to the mineral owner or the government. 


Table 119. 
Comparison of Crude “Cost” and “Price” 
Gov't Royalties Total Oil Co’s 
Cost of Taxes and Cost to Posted 
Country Producing Payments Oil Co. Export Price 
Kuwait 66s -m- ateae: $0.0626 $0.802 $0.8646 $1.59 
Trang. 64a. 0.20 0.8231 1.0231 1.78 
Venezuela’ “65°74.....:.-. 0.54 0.952 1.492 2.80 


Source: Gasoline Marketing Enquiry Records. 


If you check crude prices quoted by “cartel” companies at various points 
in the world, these prices appear to be uniform at each such point for the same 
quality of crude. Even though costs may vary greatly, export “prices” are uniform, 
and there is no indication of price competition. 
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Table 120. 
Crude Export Prices Per Barrel 


= N 
Co ma z 
- £ 3 15 Vv 
i = = ra & < ~ 3 4 $ 
Exporting a au <3 AA £5 68 
Country & Se e5 £3 a3 o 5 Be 
Port zs asst SZ ed a O> 
Gravity 31 34 31 31 35 29 
of crude 31.9 34.9 S19 31.9 35.9 29.9 
or product 
Company Export Price Per Barrel 
ESsOn isc See 1458 — $1.59 $1.59 $2.80 $2.40 
Gulls caer. ee 1.58 = eso — 2.80 2.40 
Texaco) ormG@altex) es 1.58 $1.78 — 1.59 — 2.40 
Calif. Standard 
or (Caltex) en ere 1.58 1.78 = 1.59 _- — 
Mobil eee eng Fac 1.58 1.78 259 ieee) — — 
Shell tees ar. Sagem 1.58 1.78 — — 2.80 2.40 
B.Po eee ee eee 1.58 1.78 aw, — — — 


Prices are per barrel at the ports indicated for the gravities shown. 


As a general rule in all countries there is a 2c per barrel differential in price for each degree of gravity 
below and above the posted prices for gravities not shown. 


Source: Platt’s Oilgram Price Service — Crude Oil Supplement. 


(5) Crude Export Prices are Usually Uniform with No Indication 
of Price Competition 


The Staff Report to the Federal Trade Commission of the United States en- 
titled “The International Petroleum Cartel” concluded that the prices of crude, 
world wide, were determined by the “cartel”, that the “cartel” has a virtual mon- 
opoly on the production of crude for export which enables it to maintain the prices 
fixed, and that there is essentially no competition in crude prices. 


When the Trans-Arabian Pipeline (Tapline) was completed from the Persian 
Gulf to the shore of the Eastern Mediterranean this raised the question as to the 
proper price for Arabian crude oil on the Mediterranean as compared to 
the Persian Gulf. 


In the report to the Federal Trade Commission by its Staff on the Interna- 
tional Petroleum Cartel in Chapter X the report read as follows: 


“The answer depended upon whether the four owners of Aramco and Tapline — 
Standard of California, Texas Co., Standard of New Jersey, and Socony—passed on to 
the purchaser part of the transportation savings resulting from the use of the 1,000 
mile long pipeline (with its 300,000 barrels of daily capacity) in place of the 7,000 
mile round trip tanker haul around the Arabian Peninsula via the Suez Canal. 
In October 1947 W. S. S. Rodgers, Chairman of the Board of the Texas Co. 
estimated the tanker costs from the Persian Gulf to the Mediterranean to be 45-58¢ 
per barrel and pipeline costs at about 18¢. In other words the pipeline would effect 
a saving in transportation costs from the Persian Gulf to the Mediterranean of about 
30¢ per barrel.” 

All of the companies started with the Persian Gulf price, “and in effect added, at 
their own intra-company rates, the tanker charges from Ras Tanura to the Eastern 
Mediterranean, including the Suez Canal toll charges. This had the effect of charging 
European importers the same delivered price for Arabian crude shipped from the 
pipeline terminus at the Eastern Mediterranean as they formerly paid for crude hauled 
all the way around the Arabian Peninsula—thereby making the pipeline transporta- 
tion charge equivalent to that of a ten day tanker haul.” “This adoption of tanker 
charges from Ras Tanura to the Mediterranean as the pipeline charge for Tapline 
meant, of course, that none of Tapline’s savings in transportation were passed on to 
consumers.” 


The best evidence of what certain oil companies might do in designated cir- 
cumstances is what the same companies have done in the past in similar 
circumstances. 
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(6) Cost of Crude in Alberta 
The cost of an oil well varies greatly due to depth and other factors. A well 
in Alberta may cost as little as $20,000 or as much as $200,000. 


$20,000 $80,000 $ 200,000 
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If each of the three wells produces crude of equivalent quality: 


(a) the sale price per barrel is approximately the same, 
(b) the cost of producing a barrel is widely different. 


The price fixed for crude oil appears to bear no apparent relationship to its 
cost. 
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PRICE PAID BY REFINERY FOR EQUIVALENT CRUDE 


$2.65 


PRODUCER’S 
PROFIT 
$1.55 


K> TRANSPORTATION 
orere, <4 


PRODUCER ‘A’ 
LOW COST 
LARGE PROFIT 





$2.65 


PRODUCER’S 
PROFIT 
$1.05 


PRODUCER ‘B 
HIGH COST 
SMALLER PROFIT 


A refinery pays approximately the same price to each producer of crude of equivalent quality. 


The costs of producing crude oil vary between different fields producing from different depths. 


Transportation costs from producing areas to the refinery vary with the distance and with 


the mode of transportation used. 


Assuming crude of equivalent quality, a producer whose costs of production and transportation 
are high will have a smaller profit than a producer whose costs of production and transporta- 


tion to the same refinery are lower. 
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CHART 66 


FIELD PRICE VS ‘API GRAVITY OF CRUDE OIL 
IN ALBERTA — 1965 


$3.00 


$2.50 


FIELD 


2.00 
PRICE $ 


$1.50 





$1.00 
10 20 30 40 50 


GRAVITY ‘API 


The higher the specific gravity of crude oil the higher is its price. 


A 2c per bbl. differential in price for each degree of gravity below and above a posted price 
is a usual differential. 


Transportation costs to the refinery differ from field to field depending on distance and 
mode of transportation used. 


Refineries pay approximately the same price for crude of equivalent quality and specific 
gravity, but field prices may vary due to differences in transportation costs to the refinery. 
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Table 121. 
Canadian Oil-Finding Costs 


Gas reserves* Total new 


Gross new as equivalent liquid reserves 
oil reserves Gross new to oil reserves and equivalent 
(millions of gas reserves (millions of (millions of Expenditures} Cost per 
bbls.) (b.c.f.) bbls.) bbls.) ($ millions) barrel $ 
1947-56 10-yr. Totals ..... 2,248.0 14,000 560.0 _ 2,808.0 $2,467.0 $0.88 
324.6 1,394 55.8 380.4 510.0 1.34 
552.0 2,930 117.2 669.2 475.4 0,72 
539.6 3,774 151.6 690.6 473.8 0.69 
417.4 4,603 184.1 601.5 484.1 0.80 
766.9 3,651 146.0 912.9 538.3 0.59 
1957-61 5-yr. Average ... 520.1 3,270 130.8 650.9 $ 496.3 $0.76 
1962 695.2 2,848 113.9 809.1 479.5 0.59 
1963 737.0 2,503 100.1 837.1 536.8 0.64 
1964 4 1,748.0 TDLE 300.6 2,048.6 617.4 0.30 
1965) 2. 984.0 2,240 89.6 1,073.6 725.3 0.67 
1956 1,954.3 4,203 168.1 2,122.4 742.8 0.35 
1962-66 5-yr. Average .. 1,223.7 3,862 154.4 1,378.1 $ 620.3 $0.45 
Totals: 20 Years™..3)..5 10,967.0 49,663 1,986.4 12,953.4 $8,050.4 
20-year Average ............ 548.3 2,483 99.3 647.6 $ 402.5 $0.63 
* 25 MCF = 1 Bbl. Oil. 7 Excluding producing costs. Source: C.P.A. 


Source: Oilweek, February 19, 1968. 


Oilweek, in its issue of February 19, 1968, published an article entitled “Oil 
Costs” which reads in part as follows: 


It is not feasible, in this study, to allocate expenditures between crude oil, natural 
gas and by-products so we have taken arbitrary equivalents of 25 mcf of natural 
gas to one barrel of oil and one long ton of sulphur as 10 barrels of oil in calculating 
reserves and production. 

In the 20-year period since 1947, close to 11 billion barrels of oil and 49.7 tril- 
lion cubic feet of gas have been discovered in western Canada, according to the 
Canadian Petroleum Association. Using our conversion factors, total reserves become 
12.9 billion barrels of oil, for an annual average finding rate of 647.6 million barrels. 

In the same period, the industry has spent more than $8 billion to find and 
develop these reserves for a net cost of 63 cents per barrel. 

Looking a little closer into the breakdown, the finding and developing costs in 
the first 10 years, to 1956, averaged out at 88 cents per barrel and reserves found 
totaled 2.8 billion barrels — about 280 million barrels annually. 


In the next five years, to 1961, the annual finding rate was more than doubled to 
651 million barrels while costs went up to $498 million from $246 million, with 
the result that the average cost dropped to 76 cents per barrel. 

The finding rate again doubled in the last five years to 1,378 million barrels 
annually, but expenditures made a more moderate move upward to some $620 
million annually, lowering the per barrel cost to 45 cents. 


Cost of One Barrel of Oil ($ per bbl.) — Alberta, 1962-1966 DEVELOPMENT 


Exploration, including geological and geophysical work ... 0.09 
Development Drilling ............ NE NOTED aM eS .. 0.08 er aye ee 
Land Costs, including bonuses for acquisition and rentals 0.11 
Producing Facilities in the field including secondary OTHER 0.0 

recovery schemes iand gas processing plants __.._______ 0.07 
OibersMiscellaneouss Costs een: eee ann ene 0.02 

—- ROYALTY 929 

Total finding and development costs... ..cccccccccccececceceeeee 0.37 PAMENTS 





Royalty’ payments COst Prcy.. ais xcscw, Set ORE ee es eee 0.29 

Producing costs were the biggest single expense item pRnGUGKe 
and included operations of wells, flow lines and COSTS 0.38 
assOciated facilities; "and" gas plants 29 fe =. 0.38 

‘Total per barrel {Costs omen eee eee cee $1.04 

The total producing cost equals 3c per gallon. TOTAL COSTS $1.04 
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Analysis of Per Barrel Producing Costs, 1962-1966 


British 

Alberta Saskatchewan Columbia 

$ % $ % $ % 

EXploration mere te ree ee $0.09 8.7% $0.13 10.0% $0.25 18.4% 
Development) drilling (.\.0.......... 0.08 Well 0.18 13.8 0.12 8.8 
Land acquisition & rental .......... 0.11 10.6 0.14 10.8 0.24 17.6 
Broducingeacihiiicsme eee aes 0.07 6.7 0.18 13.8 0.13 9.6 
OUners eee oo ARR cosh 0.02 1n9 0.05 3.8 0.03 De, 





Total finding & development .... $0.37 35.6% $0.68 Vey hor ASO IT 56.6% 














Finding and development ............ 0.37 35.6 0.68 S22 0.77 56.6 
ROV al ties Mere meeh ets ener teas 0.29 BY® 0.28 21.6 0.27 ORS 
Producing COStmees ate 0.38 36.5 0.34 26.2 0.32 PTY) 
BE Ot all perce renee a eS Se tar oe Sei $1.04 100.0% $1.30 100.0% $1.36 100.0% 








Source; Oilweek, February 19, 1968. 


The Cost of Crude Oil (Method “A’”’) 


Although expenditures for discoveries are joint costs for the discovery of 
crude oil and natural gas, we considered it was possible to segregate and allocate 
the expenditures for each. 


There are some expenditures which can clearly be allocated to operations 
for discovery of gas and there are other expenditures which can clearly be allo- 
cated to operations for discovery of oil. For the expenditures for discoveries which 
cannot be directly allocated, some reasonable formula was required. It was de- 
cided to allocate costs between all gas and oil exploratory operations according 
to the proportions of actual costs incurred in gas and oil prone areas, as described 
in a study by Dr. J. E. Weinrich. Based on a wide sample of exploratory drilling 
in gas and oil prone areas in Alberta, this leads to a reasonably safe conclusion 
that approximately 35% to 40% of exploratory costs can be allocated to gas. 
The same percentage was suggested by petroleum executives who were asked 
to give an educated guess as to the proportion of total costs that they would, in 
a large sampling of drilling operations, attribute to exploration for gas. Accor- 
dingly in Tables 124, 125, 126 and 127 we have attributed to gas exploration 
40% of all costs of exploration that could not be directly allocated either to oil 
or to gas. 


Table 123 
Cost of Crude Oil and Alberta Government Revenue 
Government 
Cost Per Revenue 
Barrel Per Barrel 
Oils Weeke(19 522.19 65) ieee vcegnariy ate eee once aaearaa eo) $1.04 $0.40 
GME Es (Method teA2) 5 (61952-01965) zane een tense seers $1.07 $0.51 
Gavia (MethodacB (1947-1965) > a erent tee $1.13 $0.52 
Independent Petroleum Association 
Ole Canad ag(1 964-019 60) eee renee ee ene ee ee eee — $0.95 


1. Oil Week, February 19, 1968. 
2. Tables 124, 125. 

3. Chart 69. 
4 


. Edmonton Journal, March 11, 1968. This figure based on production only. Discovery expense was alloca- 
ted to barrels produced rather than barrels of reserves found. 
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Table 124 


Alberta Government Revenue’ 








1952 - 1965 
(Method “A’) 
Grown Land Sales 27... are ee $802,326,000 
Rentals to Government .... b .. $433,107,000 
Royalties to Government ....................... $432,804,000 
Additions tow Oil” ReSerVeSe acne eee em Aro k _ 6,720,634,000 Barrels 
Alberta Cumulative Oil Production (on which 
Government received Royalties) ..............0.... a ba.) 215317657 43-000) Barrels 
Government Revenue aan Crown Land Sales Rentals 
(per barrel produced) Additions to Reserves Additions to Reserves 
Royalties 
dé Production 


Additions to Government Oil Reserves are 92.5% of Alberta additions’. 








92.5% x 6,720,634,000 — 6,216,586,450 Barrels 
Government ,Revenue Se 802,326,000 L 433,107,000 te 432,804,000 
(per barrel produced) ~~  6,216,586,450 6,216,586,450 1,376,743,000 


= 0314 + 0.070 + 0.129 
— $0.513 


1. Table 126. 
2. Oil and Gas Conservation Board. 








Table 125 
Cost of Crude Oil 
1952 - 1965 
(Method “A”) 
Expenditures to be Charged Expenditures to be Charged 
Against Reserves (1952 - 1965) Against Production (1952 - 1965) 
Exploration meet ee $815,200,000 Producing Facilities: 
Development Drilling .......... 943,980,000 Operation of Wells $393,120,000 
Producing Facilities: 
Field Equipment, etc. ...... 406,860,000 
Other years eee 106,920,000 a 
Expenditures Te. Expenditures yes 
Reserves .......... Pie ee 27229 60.000 Production ...22-2e4 ..... __$393,120,000 
Additions: toy Oil REServest ga cence A tea cee nce Care 6,720,634,000 Barrels 
AlbertaaGumulative, Oll PrOGUCUOIL wetness ct eec teen Peete 1o50342 7,000) Barrels 
Cost Per Barrel __ Expenditures Against Reserves Expenditures Against Production 
Additions to Reserves Production 


+ Government Revenue (per barrel produced)° 
2,272,960,000 ea 393,120,000 n 
6,720,634,000 1,838,427,000 


0.338) 4090214 ae 05ks 


0.513 


— $1.065 
1. Table 126. 
2. Oil and Gas Conservation Board, Proved Initial Reserves in Alberta, 1967. 
3. Table 124, 
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EXPENDITURES FOR DISCOVERY AND PRODUCTION OF CRUDE OIL 


Explora- 
tion* 

Year ($7000) 
1952 $ 53,400 
1953 54,600 
1954 54,300 
1955 61,600 
1956 60,700 
1957 57,900 
1958 63,500 
1959 58,300 
1960 56,100 
1961 54,700 
1962 54,700 
1963 55,200 
1964 61,200 
1965 69,000 
$815,200 


Table 126 


(Alberta 1952 - 1965) 
(Method “A’) 








Develop- 
ment Producing* 

Drilling* Facilities Other* Royalties} 
($’000) ($’000) ($’000) ($’000) 
$ 51,000 $ 32,600 $ 1,200 $ 12,536 
52,800 33,600 1,800 15,959 
41,300 38,100 2,400 19,175 
69,300 48,000 2,400 25,552 
94,350 65,200 4,800 34,842 
67,300 50,900 6,300 35,384 
66,800 51,500 7,800 23,235 
61,900 60,100 8,100 25,982 
77,600 66,100 12,900 25,613 
76,200 60,700 9,600 32,062 
61,560 64,600 10,200 40,889 
71,700 71,800 11,400 43,457 
72,840 74,600 13,200 47,060 
79,380 82,180 14,8290 51,058 
$943,980 $799,980 $106,920 $432,804 


Operation of Wells 


Field Equipment, etc. 


Total Expenditure on Producing Facilities 


Rentals} 
($’000) 


§$ 17,839 
20,974 
24,217 
20,211 
24,670 
29,767 
29,676 
31,664 
31,360 
30,141 
37,634 
36,870 
41,827 
56,257 


$433,107 


393,120,000 
406,860,000 


$ 799,980,000 


Alberta Cumulative Oil Production (on which Government received Royalties) § 


1952 - 1965 1,376,743,000 Barrels. 


* Table 127. 


Crown 
Land 
Sales} 


($7000) 


$ 22,393 
21,296 
63,943 
62,053 
71,691 
67,491 
49,506 
70,221 
50,259 
42,560 
30,572 
46,352 
84,749 

119,230 


$802,326 


7 Alberta Oil and Gas Picture, 1967 (does not include monies received from natural gas). 
$ Oil and Gas Conservation Board, Proved Initial Reserves in Alberta, 1967. 


§ Alberta Department of Mines and Minerals. 
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(Yearly figures are not available.) 


Additions 
to Initial 
Recoverable 
Crude Oil 
Reserves 


(7000 Bbls.) 


392,340 
419,920 
349,210 
429,440 
515,470 
251,270 
9,058 
424,899 
305,785 
362,485 
279,088 
355, 483 
2,193,178 
432,998 


6,720,634 
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Table 127 


NET CASH EXPENDITURE FOR CRUDE OIL, ALBERTA, 1952 - 1965 


($ Thousands) 


(Method “A”) 


Exploration 
1952 1953 


Geological and Geophysical costs* $ 32,100 $ 31,200 





Exploratory Drilling (dry) * 11,100 10,800 
Productive —— OW oecvcccscsentencnecenscoees 4,500 6,000 
Overhead (not included above)* .......... 5,700 6,600 

$ 53,400 $ 54,600 


Development Drilling 
Dry* 
Productive Oil 
Overhead* 


1954 1955 1956 1957 1958 
$ 26,700 $ 27,600 $ 24,300 $ 21,300 $ 21,900 
14,100 17,700 18,900 17,100 21,300 
7,500 7,000 8,500 6,000 6,500 
6,000 9,300 9,000 13,500 13,800 


$ 1,800 $ 1,800 $ 2,100 $ 3,000 $ 2,400 
38,000 66,000 89,500 61,000 60,500 
1,500 1,500 2,700 3,300 3,200 





Producing Facilities 
Field Equipment Oil 





$ 41,300 $ 69,300 $ 94,300 $ 67,300 $ 66,800 











Secondary Recovery* — 600 600 600 1,800 3,000 
(O 1451S wegen pene neniee ees 6,300 8,700 11,400 14,400 8,700 4,800 
Operation of Wells* 15,300 16,800 19,500 23,700 23,400 28,200 
$ 33,600 $ 38,100 $ 48,000 $ 65,200 $ 50,900 $ 51,500 
Other 
All (Other Expenses ene asaersea ss $ 1,200 $ 1,800 $ 2,400 $ 2,400 $ 4,800 $ 6,300 $ 7,800 
TOTAL.) . cucsenceencasingencs eet ee ore renee $138,200 $142,800 $136.100 $181,300 $225,000 $182,400 $189,600 
Exploration 
1959 1960 1961 1962 1963 1964 1965 
Geological and Geophysical costs* ...... $ 18,900 $ 19,800 $ 18.300 $ 19,500 $ 16,800 $ 19,200 $ 25,080 
Exploratory Drilling (dry) * .2-..5....-. 14,400 18,000 15,600 21,000 21,300 21,000 28,020 
Productive — Olly .diece teens. eee 13,000 6,000 13,000 5,500 8,700 12,000 15,900 
Overhead (not included above)* .......... 12,000 7,800 8,700 8,400 9,000 == 


12,300 


Development Drilling 


Dry* OA Steet $ 3,300 $ 4,200 
Productive Oil cAs.cocccecascctcusnsncnes 55,000 69,509 
Overheads 0 ocean ace eeceece ener eatoeanes 3,600 3,900 

$ 61,900 $ 77,600 

Producing Facilities 

Field "Equipment Oil 2.cc-cce.csseetee $ 17,500 $ 20,500 
Secondary RecCOVery™*  ..csscctesccsteccecreeeeace 2,400 3,900 
Other? Aiki ik co iived eowreeationtecaters 10,200 8,400 
Operation of “WellS*® <o.inisie<crcecceeseeeeeccee 30,000 33,300 





$ 55,200 $ 61,200 $ 69,000 


$ 6,300 $ 5,580 $ 5,220 $ 6,300 $ 8,580 
66,C00 52,500 63,000 61,500 70,800 
3,900 3,480 3,480 5,040 —_ 

$ 76,200 $ 61,560 $ 71,700 $ 72,840 $ 79,380 

$ 20,500 $ 16,000 $ 16,000 $ 21,500 $ 28,900 
2,400 3,600 4,800 4,500 5,640 
5,400 9,000 9,000 8,100 7,920 
32,400 36,000 42,000 40,500 39,720 





Other 
AIL Others expenses ® 72a e. neon caeee $ 8,100 $ 12,900 
OD  pusecassen ceed ewsbencnmanicapansndam es tas inswaneaatas $188,400 $212,700 


GRAND TOTAL $2,666,080 


* Allocated at 40% for gas—Dr. J. E. Weinrich study, Economic Impact of 


Local, Provincial and Regional, 1966. Pages 34 and 38. 





$ 60,700 $ 64,600 $ 71,800 $ 74,600 $ 82,180 


the Canadian Gas Industry 


Source: Canadian Petroleum Association, Statistical Year Book 1965. 
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Why are reserves usually produced in approximately 15 years? 

We assume it has something to do with the rate of return that oil companies 
desire from their invested capital. There is relatively little incentive to invest 
money now that won’t produce income until after the expiration of 15 years. 
Chart 67 shows the present worth to an investor of a series of payments of one 
dollar based on a 20% rate of return. Such an investor will pay $4.19 for the 
first ten annual payments of $1.00. However, he will only pay an additional 
.68c for the next ten annual payments of $1.00 (being $4.87 for 20 annual 
payments of $1.00). 


CHART 67 


PRESENT WORTH TO AN INVESTOR OF A 
SERIES OF PAYMENTS OF ONE DOLLAR 


$100.00 















EXAMPLE: To an investor who expects a 20% rate of return, the present worth of a series of 
five annual payments of one dollar is $2.99. 
At a 20% rate of return, the present worth to an investor is; 

$2.99 for five annual payments of $1.00 

$4.19 for ten annual payments of $1.00 
ans $4.87 for twenty annual payments of $1.00 

2 $4.99 for forty annual payments of $1.00 

$5.00 for eighty annual payments of $1.00 
$5.00 for one hundred or more annual payments of $1.00 


$40.00 


$20.00 





$10.00 








PRESENT WORTH TO AN INVESTOR 


$5.00 
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RATE OF RETURN EXPECTED BY AN INVESTOR 


In looking at expenditures to discover and to produce crude oil and natural 
gas, these hydrocarbons are found in association with one another so the expen- 
ditures are joint costs. These costs are shown in Chart 68 which gives a com- 
parison of crude oil and natural gas expenditures with revenue in Alberta from 
1947 to 1967. 
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However, the expenditures for discovery, if allocated on a per barrel basis 
should be allocated to the reserves found. The expenditures for annual produc- 
tion on the other hand, if allocated on a per barrel basis should be allocated to 
the barrels produced. 

In Chart 68 entitled “Comparison of Crude Oil & Natural Gas Expenditures 
with Revenue” each bar of the chart representing expenditures is divided into 2 
portions: 

(a) the expenditures for discoveries, which can be allocated on a per barrel 

basis to reserves found, are the starred portion; 

(b) the expenditures for annual production, which can be allocated on a 
per barrel basis to oil produced, are the clear portion of the expenditure 
bar. 

Revenues from crude oil have always been much greater than revenues 
from gas and and gas products. However, during the 1960’s, revenues from gas 
and gas products have increased substantially in their proportion to those from 
crude oil. This increase is a reflection of recent high production rates for gas, 
while crude oil production has been well below the capacity for the industry. 

Among the gas products, revenues from sulphur, propane and butane have 
been increasing rapidly as a proportion of natural gas revenues. While the largest 
revenues accrue from pentanes plus and condensate, the percentage of revenue 
from these sources has tended to decrease during the past few years. This is 
shown in Table 128 which details the value of petroleum products to Alberta 
producers during the years 1947 to 1967. 


CHART 68 
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Expenditures on Oil and Gas in Alberta (Method “B”) 


Because oil and gas are found and produced together, the allocation of 
some expenditures to oil or to gas and gas products is not an easy task. Many 
of the expenditures can be identified, others are common to both oil and gas. 
While gas and gas products do not generate nearly as much revenue as does 
crude oil, some share of the joint costs should be borne by gas. 


Of course, after the products have been separated, costs are relatively easy 
to identify. Royalty payments (four fifths of which are crown royalties) can be 
estimated according to royalty payments for crude oil and gas and gas products 
made to the Province of Alberta. Costs associated with processing gas and gas 
products can also be identified. 


However, production costs (which are available only as a joint cost) have 
to be estimated. The basis for estimation used herein was simply to proportion 
costs on the basis of the weight of the finished products produced in that year. 
During the early 1950’s when gas was produced at a loss, the losses have been 
charged against the cost of producing crude oil. The proportion by weight of 
gas and gas products during the 1950’s fell to under 15% but rose to nearly 
Sto aby. 1963. 


Fortunately, all but a small fraction of the development drilling and capital 
expenditures have been identified as chargeable to crude oil, or to gas and gas 
products. The remainder of development drilling expenditures (i.e. — expendi- 
tures for dry wells and overhead) was allocated to either oil or to gas in the 
proportion of the amount spent for productive gas wells and productive oil wells. 
About one sixth of development drilling expenditures were thus charged to gas 
and gas products. Capital expenditures (which amounted to less than 10% of 
the cost of producing the oil and gas) were allocated in a similar fashion, but 
with nearly one-half the joint expenditures being charged to gas and gas products. 


Exploration expenditures were allocated on the basis of the weight of addi- 
tions to proved reserves of oil or gas. 


Table 128 


VALUE OF PETROLEUM PRODUCTS TO ALBERTA PRODUCERS 
($ Million) 
(1947 - 1967) 


Total Gas Total 


Crude Pentanes Natural and Gas Petroleum 
Year Oil Condensate Plus Gas Propane Butane Sulphur Products Products 
1947 14.67 98 0 2.68 17.35 
1948 33.63 1/55) 1592 .O1 3.48 37.11 
1949 57.33 1.60 2.08 .06 3.74 61.07 
1950 80.64 1.60 2.50 pales .04 4.39 85.03 
195: 115.72 1.66 2.90 .o2 10 4.98 120.70 
1952 134.72 18 1.66 4.83 44 lus 122 7.50 142.22 
1953 187.15 “29 ALEC A/ 5.53 (28) .24 .44 8.82 195.97 
1954 223.39 14 1.98 7.00 .68 .30 .44 10.54 233.89 
1955 269.71 .46 2.46 8.45 1.00 +00 .66 13.58 283.29 
1956 350.65 ail 2.64 8.69 1.08 64 67 14,23 364.88 
1957 352.89 1.81 2.69 9.30 1.42 61 2.39 18.22 371.11 
1958 281.25 2.16 2.64 16.50 1.48 64 2.52 25.94 307.19 
1959 3056.62 3.29 3.31 24.01 1.74 1.28 4.39 38.02 344.64 
1960 310.57 6.69 3.39 32.32 2.34 1.65 6.08 52.47 363.04 
1961 356.54 14,22 18.00 50.91 3.09 1.87 8.78 96.87 453.41 
1962 335.19 35.23 39.79 73.87 4.02 2.28 14,39 169.58 504.77 
1963 423.89 eo) 50.98 96.56 4.45 3.07 14.90 177.95 601.84 
1964 449.18 1.87 60.11 allie aks) pl 5.92 15.58 202.58 651.76 
1965 470.09 1,36 67.31 1227 oil: 10.77 T.21 21.34 230.50 700.59 
1936 520.721 1.90 71.14 135.47 15.72 9.68 36.15 270.06 790.77 
1967 577.98 2.06 73.42 150.56 20.95 wal 0) 64.64 322.73 900.71 











TOTAL 5,852.48 80.16 410.68 870.87 76.21 47.35 193.59 1,678.86 7,531.34 
Source: Gasoline Marketing Enquiry Records. 
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Table 129 shows cash expenditures for crude oil in Alberta during the 
period 1947 to 1967 calculated by Method “B”. 


Table 130 shows cash expenditures for gas and gas products in Alberta 
during the period 1947 to 1967 calculated by Method “B”. 


Table 129 


CASH EXPENDITURES FOR CRUDE OIL — ALBERTA (Method “B’’) 
(Millions of Dollars) 
(1947 - 1967) 














Develop- Capital 
Explora- ment Expendi- Sub- Produc- Royal- 

Year tion Drilling tures total tion ties Total 

1947 13.7 4.0 3.0 20.7 0.8 353. 22.8 
1948 25.7 19.5 8.7 53.9 2.8 1.8 58.5 
1949 56.8 28.0 14.1 98.9 7.8 4.8 111.5 
1950 80.3 39.4 20.6 140.3 9.9 6.2 156.4 
1951 73.3 42.1 17.4 132.8 ober | 11,2 159.7 
1952 97.0 53.6 24.5 ply (oe 20.7 15.2 211.0 
1953 99.3 55.2 20.4 174.9 26.5 19.6 221.0 
1954 150.2 43.2 26.5 219.9 29.4 24.4 273.7 
1955 148.3 71.3 35.5 255.1 33.8 30.4 319.3 
1956 153.4 97.2 50.3 300.9 44.7 40.3 385.9 
1957, 149.4 70.5 31.6 251.5 44.9 39.3 335.7 
1958 135.7 69.9 27.3 232.9 49.3 28.6 310.8 
1959 157.5 64.6 35.0 257.1 49.4 31.9 338.4 
1960 138.1 80.5 38.8 257.4 55.4 32.6 . 345.4 
1961 140.9 78.0 32.0 250.9 50.3 49.9 351.1 
1952 134.8 64.1 35.2 234.1 46.4 56.2 336.7 
1953 145.9 75.2 35.3 256.4 to} las & 57.6 385.1 
1964 196.8 Tint 39.2 313.7 50.4 61.9 426.0 
1955 275.4 82.0 46.2 403.6 53.2 59.6 516.4 
1956 258.1 66.8 42.0 376.9 56.5 69.0 502.4 
19357 292.5 50.4 53.8 396.7 59.4 80.8 536.9 
TOTAL 2,933.1 1,233.2 637.4 4,803.7 758.4 722.6 6,284.7 


Source: Gasoline Marketing Enquiry Records. 
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CASH EXPENDITURES FOR GAS AND GAS PRODUCTS — ALBERTA (Method “B”) 
(Millions of Dollars) 
(1947 - 1967) 








Estimated 
Develop- Capital Operation 
Explora- ment Expendi- Sub- Produc- Royal- of Gas 
Year tion Drilling tures total tion ties Plants Total 
1947 4.8 —- _- 4.8 0.7 0.2 oa 5.7 
1948 5.8 —_— 0.8 6.6 ny 0.2 — 8.5 
1949 tek ~- 4.9 12.6 2.7 0.2 2.0 17.5 
1950 11.2 a lhe 6.4 18.7 3.1 0.3 3.5 25.6 
1951 33.7 4.9 8.6 47.2 3.3 0.3 3.5 54.3 
1952 36.5 2.9 4.0 43.4 3.8 0.3 3.5 51.0 
1953 37.2 5.8 6.1 49.1 4.5 0.4 4.0 58.0 
1954 33.3 2.8 4.5 40.6 Bod 0.6 3.0 49.3 
1955 50.2 2.2 8.0 60.4 5.7 0.6 3.0 69.7 
1956 50.6 3.3 21.2 TOL 6.3 0.7 4.0 86.1 
1957 54.1 7.5 13.9 Wie) 8.1 0.7 6.0 90.3 
1958 65.8 8.1 33.7 107.6 14.7 1.4 8.5 132.2 
1959 51.0 12.9 21.5 85.4 17.6 1.6 11.5 116.1 
1950 50.4 18.0 PAE Gt 6 96.1 25.6 2.4 11.0 135.1 
1961 42.1 32.9 67.5 142.1 25.2 Sl 21.0 193.4 
1952 42.7 19.5 24.8 87.0 34.6 9.8 28.0 159.4 
1963 38.3 14.3 47.7 100.3 42.4 15.4 30.0 188.1 
1954 42.2 13.1 41.8 Sit 45.6 18.1 35.0 \ 195.8 
1955 34.3 aKayts) 42.9 94.1 51.0 ake Br 32.5 197.3 
1966 45.7 21.2 57.8 124.7 52.3 22.3 36.1 235.4 
1967 52.0 25.6 108.0 185.6 52.9 25.2 42.0 305.7 
TOTAL 789.6 212.6 551.8 1,554.0 406.9 125.5 288.1 2,374.5 


Source: Gasoline Marketing Enquiry Records. 
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Rate of Return from Oil and Gas in Alberta (Method “B”) 


Because of the acceleration in oil activity in Alberta for the past twenty 
years, revenues from oil and gas have always been exceeded by expenditures. 
Of course, in the long run, total revenues would exceed total expenditures as 
investments in exploration, development and capital are recovered. Meanwhile, 
the oil industry must experience some tangible return from investments in order 
to justify ever-increasing investment. 


A preliminary measure of the profitability of oil activities is given by charg- 
ing exploration and development expenditures at cost to the additions to proved 
reserves. This can be done either on a current basis, or by using the discounted 
cash flow analysis but with 0% rate of return. There was little difference 
in the results obtained by the above two methods, except for the variability 
introduced in the former method from using annual data for additions to proved 
reserves. The latter approach tends to smooth out this variation; furthermore, 
from the results so obtained, there did not seem to be any obvious basic trends 
or fluctuations which would lead to any very different results in the years 
1960 - 1965. 


If it is assumed that capital expenditures are made at the time oil and gas 
are discovered, and are recovered when the oil and gas are produced, then capital 
expenditures can also be charged to additions to reserves. An alternative and 
perhaps more sophisticated method would be to amortize capital expenditures 
over a set time period, and at the rate of return for the other activities (Method 
“B”). Also, capital expenditures could be written off against current production, 
but this procedure makes no allowance for the present value of field equipment 
and other above-the-ground assets. 


On this basis, Chart 69 shows the realization from net cash expenditures 
per barrel of crude oil discovered and produced in Alberta, 1965. In this Chart, 
in arriving at the average expenditures per barrel, royalty payments and pro- 
duction costs were allocated to barrels produced, whereas costs of land acquisi- 
tion, rentals, exploration, development drilling and capital expenditure were 
allocated on the basis of reserves discovered. Expenditures for discoveries earned 
a rate of return of 19.9%. 


Chart 70 shows the percentage rate of return on monies invested annually 
to discover crude oil. 


Chart 71 shows the percentage rate of return on monies invested annually 
to discover natural gas. 


In both cases the percentage rate of return on expenditures for the discovery 
of reserves of crude oil and natural gas appears to range between 15% and 
20%. On the basis of such a rate of return it is not economical to spend money 
to find new reserves unless such reserves are going to be produced within a 
period of approximately 15 years. 
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CHART 70 


RATE OF RETURN ON 
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CRUDE OIL 
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RATE OF RETURN ON 


NET CASH EXPENDITURES PER Mcf OF 
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DISCOVERED AND PRODUCED 


Royalty Payments 


26.0 
METHOD ‘B' 
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(Production of Gos 
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GROSS REALIZATION EXPENDITURES CHARGED TO ANNUAL EXPENDITURES CHARGED TO ANNUAL 
DISCOVERIES PRODUCTION 


Production Costs, Royalty 
Payments, and Operation 
of Gas Wells. 


t The difference between 


Exploration, Development Drilling , 
} realization and expenditures 


and Capital Expenditures 





(The percentage shows the actual 
rate of return on expenditures 
dhargeditomiscovariee) 
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The Canadian average oil-finding costs based on five year averages have 
dropped progressively from 88c per barrel to 76c to 45c. 


Oilweek’s analysis indicates that Alberta’s per barrel finding and develop- 
ment cost has dropped to 37c per barrel. 

To produce such averages some producers have higher costs and others have 
lower costs. 

An article in The Globe and Mail of Toronto, under the headline “Rainbow’s 
Real Gold is Continent’s Record Low Oil-Finding Cost”, read in part as follows: 


EXPLORATION COSTS LESS 


But the so-called problem of big new reserves gives Canadian producers an op- 
portunity to go after a market that possibly would have been too big to handle 
before Rainbow, Mr. Rudolph said in an interview this week. He said it is possible, 
for the first time, to foresee Alberta reserves big enough to challenge for the Chicago- 
Detroit-Toledo market. Just as important, he says, is the fact that the cost of finding 
the new Rainbow reserves is far less than for any other oil yet discovered in North 
America. 

The long-term finding cost of Alberta oil is estimated at around $1.40 a barrel. 
Some of the newer fields, such as Mitsue and Nipisi in the Lesser Slave Lake area, 
are down to around 30 cents. Some observers estimate that the 327-million-barrel 
(conservative official figures) Rainbow B pool operated by Banff could represent 
a finding cost of as little as 1 cent a barrel. The cost of Rainbow oil could be as 
significant as its quantity. 


Although the cost of crude will differ from well to well, and from field to 
field within Alberta, the average cost per gallon appears to be approximately 3c. 


(7) Disposition of Canadian Crude Oil 


The Ontario market which is now shared by all of Canada’s domestic pro- 
ducers is not as large as that portion of the Canadian market served by imports 
of crude. “Cartel” subsidiaries import foreign crude to their refineries in Quebec 
and the Maritimes that has been produced by the “Cartel” in exporting countries 
of the Caribbean and the Middle East. 


At the same time Alberta places restrictions on its production of crude oil. 


There are two kinds of possible restrictions: 
(a) “Engineering allowables” based on conservation of the reservoir with 
a view to obtaining production of the maximum amount of recoverable 
oil; and 
(b) “Economic allowables” which restrict production to market demand. 
In Alberta, the “economic allowables” restrict production to an amount con- 
siderably less than would be permitted by the “engineering allowables” based on 
maximum conservation of the resource. 


The system of “Economic Allowables” or pro-ration to market demand 
serves the important purpose of providing every producer (who doesn’t have re- 
fining and marketing facilities of his own) with a market for his pro rata share 
of the total market demand. 


In addition however, it restricts production “to the market demand” so that 
there is no surplus oil available which might lead to competition in price. Demand 
is based on a stated price, and it is a general economic rule that demand may in- 
crease if price declines. 


The investigations of Senator Estes Kefauver, as Chairman of the United States 
Senate Sub-Committee on Anti-Trust and Monopoly in various industries, exposed 
a shocking picture of price fixing and elimination of competition. 


In his book entitled “In a Few Hands: Monopoly Power in America”, his 
views on crude oil prices were expressed at page 226. 


Conservation measures constitute another Government sanction used to promote 
monopoly. The oil industry not only enjoys the protection of mandatory and in- 
creasingly stringent quotas on the importation of foreign oil; it has a system built 
into the governmental structure for controlling the amount of domestic oil produced. 
At this moment an oil expert employed in the Department of Interior is calculating 
the demand for oil in this country on a monthly basis, and he makes allocation of 
the “needed production” among the oil-producing states. Obviously, these predictions 
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are based upon demand at a given price, for price is an essential element in the 
demand equation. Upon this simple structure is built a scheme of control by the 
producing states; they, in turn, allocate “allowable production” among the wells 
inside their borders. To enforce this dual program of control, the Federal Govern- 
ment prohibits the shipment of “hot oil” in interstate commerce. Outspoken critics 
of this scheme charge that here, in the name of conservation, the government lends 
its vast powers to promote private monopoly. This kind of program is frequently 
defended on the ground of need for protecting the small units in the industry. But 
the contribution of the small producers to the country’s oil supply is insignificant. 
The net effect is to provide Government sanction for a structure of high prices 
under which the few large oil companies become increasingly more affluent. 


Alberta, as a producer of oil, may have a viewpoint which differs somewhat 
from most of the other provinces which are essentially consumers of oil. Alberta, 
as a producer and exporter of oil, is interested in maximizing earnings from oil 
and would benefit from a formula resulting in production of the maximum volume 
of oil at the highest price. Canada, with problems of import, export, and balance 
of payments, may have somewhat different interests. 


Chapter 29 Page 419 


CHAPTER 30. REFINING DIVISION COSTS AND PRICES 


(1) Refining Processes 

The two principal elements in crude oil are carbon and hydrogen. Carbon 
and hydrogen can combine to form a number of distinct chemical compounds 
called hydrocarbons. 

Petroleum refining is a manufacturing process to change crude oil into mar- 
ketable hydrocarbons. Crude oils contain hydrocarbons ranging from one to 
eighty or more carbon atoms. 


Number of 

Carbon Atoms Hydrocarbon Compound 

1—3 Refinery gases, propane. 

4—10 Gasoline range, butanes, light naphthas, heavy naphthas. 
11—20 Middle distillates or light fuels such as kerosene or 

diesel. 
Up to 30 Lube oils. 
Up to 80 Heavy fuels such as bunker fuels and asphalts. 


The refining process produces three broad categories of products, namely— 
(a) gasolines, 
(b) middle distillates, 
(c) heavy fuel oils. 


There are several alternate refining processes including 
a) atmospheric distillation, 
(b) vacuum distillation, 
(c) catalytic cracking, 
(d) catalytic polymerization, 
(e) catalytic reforming. 


The intermediate streams produced from such processing steps are blended 
to produce the marketable product desired. 

Atmospheric distillation is the simplest method of processing crude oil. It 
produces the three principal ranges of products, namely — gasolines, middle 
distillates, and residual heavy fuels. 

Increasing numbers of automobiles created a demand for more gasoline and 
improved qualities of gasoline. There was also an increasing demand for light 
fuels for domestic heat. These factors created the incentive to convert low value 
heavy residual fuels to higher value gasoline and light fuels, so more sophisticated 
refining processes were developed. 

Vacuum distillation and catalytic cracking produces larger volumes of high 
quality naphtha for gasolines and light fuels by upgrading low value products to 
higher value products. 

Catalytic polymerization produces high quality components for gasoline by 
upgrading low value gases (formerly used for refinery fuel) to motor gasoline com- 
ponents. 

Catalytic reforming is a further processing of naphtha to improve its quality 
resulting from the need for more high quality gasoline. 

The flow of products in the processing of oil and gas is illustrated in 
Chart 73. 

The production and value of petroleum products in Alberta in 1965. is 
illustrated in Chart 74. Crude oil is usually measured in barrels, natural gas is 
usually measured in cubic feet, and sulphur, which has to be removed from these 
hydrocarbons, is usually measured in tons. These items are jointly produced 
and we wanted a common basis for purposes of comparing quantity of production 
and value of production. Accordingly in this chart everything was converted to 
tons. 

On this basis approximately 40% of production is natural gas and 60% of 
production is crude oil. Comparing dollar values per ton of these hydrocarbons, 


Page 420 Part 8 


2uoing 
510 Bunosugny 44614 
A ERE 
auasoiay 





sjany j2521g 

S129) iar 
2uijoso6 10,2014. 
2u1j0s06 10jnbay 
2uijosoB wniwasg 
2uljos06 Uoloiay 


HK NMTH OR waeS 


uawingig ‘Wjoudsy 


xOm 
s2spau6 'sjioqnq 
(Ajuo ssazoid 


Buiyo> wo) 2405 


eT 


639 
9 
Deak 


54U24|05 
S 


tara 


WEE 
OL rez 


(oul 


auodoig 
S4D045 p29) joriwaYyr.oHag 


506 josnjou >us2wog 


Teas 


SLINGOdd 
WHid 


++'2u)jos06 sawdjod ‘a10)Aq1y 


jlo jany Anoay 


2us}0s06 p24201> 


{'o Jang 
jany jasaig 
pussy 


oy don 


auijoso6 aiowsojay 


unin 


2U1]0506 uni-4yB i014 


2u0ing 


SLN3NOdWOD 
ONIONS 18 












sv9 GNV 






V7, INISSAIONd 


LWVHdS¥ 


‘anpis21 6u0> 





2npisas yous 


240] 45 IP [Loqny 





NOILIVYLXS 


VWHSHL ONY 
DILAIV LY) 
QNINIVYD 


NOILV 1111510 
WHIVA 
52509 QIN 





240s uapuo7 
puo 110 
apni 


$]10 506 kavay 


Sitessoo nse il NOLLYTq1LSI0 


ONILV AML 
gana) 


N390NGAH 





apennnennegeypriutiti 
qa 


: 
3 
re) 


WW4aH! GNV 
JILATWLYD) 
QNINYO43Y 








CO 
va601p Ay 


““NOILV TA TV 


‘NOILYZIN3SWA10 
3509, Quintin 2 


j20y 1u0jd puo pjary 


apiydjns vab0oipAy 


110 40 ONISSADONd IHL NI 


€Z LYVHO 





HNNNHNENY s2s°9 


p2so>ipul jou sasoB yo mojy, 


(p2io>1pui you 
auljosob yo Buiyoai4 jo>1way4>) Buyoasy jo>1way> 


Y 


uoijosodas jo>1W2y4> 


vowosodas jo>15 yg 


juawipas 


6urj24221 1910 


LNW 1d 
ONILVSUL 


12104 
puo 
spinbiq wnajouag| 


1144 SV9 


4O GNV 110 






said sauojuag 


440m puo ‘spinb! 
wnajoued ‘52506 wnajousg 





YOLVYVd3S 
W0 
GNY SV9 





so6 
peoi4 
so06 
nee 
iN 
9NISS3D04¥d 
Ete MMMM 82525 


vo raluy sog 


sasso) Buissaooig 


SLONGOYd 40 MOK GAlslIdWIs 





Page 421 





voiaalut 
1310 


Chapter 30 


S2DHd GIIId SPSL « 


sreais 


trees 


000'000'29$ 





99 TLS 
wes 


sts 


ets 





NOILINGON 


40 
aniwa 4 OM/DA sDI/OP 


Pjos vol sed 








4840m voljowsoy 


Dalry 
IN3WIgaS 
vo 

ate PUD Ya1WVM dads 


iwdovee Cp ces ONT ITER LNVW1d 
}) Wo Janus 
Preus ONILW3¥L 


~ a1VSN3GNO)~ 









49043 219M JO suoliIgs 5g 
t]@4,0g jo suoIiWws aw 
suo) yo suo! IWailw 












awosl 


440m puo 


juejoainbe puo jio epas> 
== tpindi) wnejosjed — 












WAAANANaVATATAVAVAN,| 
Para A AAA WANA! 


yOlvyuvd3as 
110 8 sv 





@W9Z SNld SINVINId 










Da1S 13N4 
ANV1d ® 1314 


INW1d 






aro 
(L__iwzeo | 








#06 jounjou mos 








iw ose 





a@w9 SINVLNG 





ONISS3DO0Nd 





@W6 INWdOUd 





sv9 








299 
a3zavid 





Deere SVD FJ18VLIIVW 








28 9072 


JOVYOLS PY NOILDIINI SvO 









SNOL tanta LW 
paieeuiitl 3NV1VE 
NOILINGONd 


4 
>S96L NI VL1Y3d1V NI SLONGOYd WNI1IOXL3Id JO INIVA GNV NOILINGOdd 
vZ LYVHO 


Part 8 


Page 422 


natural gas is less than one-third of the value of gasolines which are produced 
from pentanes plus. 

Natural gas and other products sold as fuels are competitive with other 
fuels and their prices are lower. Gasoline and diesel for use in internal combustion 
engines are not faced with competition from other substances to the price per 
unit can be high. 

Crude oil accordingly is processed largely into gasoline and diesel. 

Crude oil, condensate and pentanes plus, which are approximately 60% 
of the quantity of hydrocarbons produced, account for 77% of the value of 
production. 

(2) Varying Processes and Varying Yields 

To illustrate the variations in yield between a simple refining sequence and 
a more complex refining sequence Table 131 shows a comparison of a skimming 
refinery with a conventional refinery. Skimming is basically atmospheric distilla- 
tion only, with catalytic reforming of gasoline components to meet quality require- 
ments. The advantage of a skimming operation is the low capital investment and 
the low operating cost. The disadvantage is that a much larger volume of crude 
oil has to be processed to produce the same amount of gasoline and light fuels, 
and there is a larger volume of heavy fuel to be disposed of. . 

The conventional refinery on the other hand, with atmospheric and vacuum 
distillation, catalytic cracking, etc., requires a larger capital investment and has 
higher operating costs. It has the advantage of producing more gasolines and mid- 
dle distillates from a smaller volume of crude oil, and there is a smaller volume 
of heavy fuels for which there is less market demand. 


Table 131 
Refinery Economics: Comparison of Yields, Conventional Processing vs. Skimming 
Skimming Conventional 
Refinery Refinery 

Grudes Rum) (Barrels) pers Day ite eee een ee renee re 30,000 20,000 
Products 

Gasolines and middle distillates (barrels per day) ............ 15,000 15,000 

Heavva Euelse(bannelsme pela Cay)emer. eters peer meena eens 13,500 4,000 
eriralee osc (NI MOnar OLS) creed ace carne encom ana marnraneee sass Bh 125} Seloe) 
Operating Cost (5 sper Darrel ) alse agai crn egs St ta a he ee $ 0.28 $ 0.68 

(Ex Fuel) 
Refining cost (¢ per gallon) ccs... See aN ee os cer enceees $ 0.01 $ 0.02 


Source: Gasoline Marketing Enquiry Records. 


Chart 75 showing U.S. production of refined petroleum products from 1880 
to 1966 indicates how the production of gasoline has increased. The volume of 
gasoline produced exceeds that of any other item. Gasoline, together with light 
fuel oil, such as diesel, accounts for the majority of refinery production. 

Chart 76 entitled “U.S. Production of Gasoline According to Process Used 
1910 to 1965” indicates how increasingly larger quantities of gasoline are being 
produced by more sophisticated methods of refining and processing. 

Refinery processing uses one raw material, crude oil. 

Practically all processing steps in a refinery produce more than one product 
simultaneously. The volume of the various products produced from a processing 
step can be changed within limits by varying the operating conditions. Changes 
in operating conditions may produce changes in quality as well as changes in yield. 

All finished products are blends of various intermediate streams produced 
from a processing step. For each finished product the amount of the blend equals 
the market demand and the quality meets market needs. The composition of the 
blend can be varied by using different percentages of intermediate streams of dif- 
ferent qualities. 

Each processing unit has different operating costs. Changes in operating 
conditions of a unit change the operating costs of the unit. The refinery’s objective 
is to use the processing units and to vary operating conditions in order to pro- 
duce those products which will meet the current requirements of the market in a 
way that will minimize the total costs of production of all products. 

In a refinery the processing steps require large amounts of heat. Approxi- 
mately 7% of the crude oil is ultimately consumed as refinery fuel. The portions 
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CHART 75 


U.S. PRODUCTION OF REFINED PETROLEUM PRODUCTS 
1880 - 1966 
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of the crude used as fuel are normally those which would have the lowest value 
if sold in the market. Some refining processes result in gains in volume, which to 
some extent offset the percentage used for fuels. 

As several products are produced in combination from one raw material, 
which is processed in joint facilities, this introduces problems in allocation of costs 
and there are choices of several methods. 

Depending upon the cost allocation method used, one can calculate differen- 
ces in cost for producing each product. 

(3) Refining Costs per Gallon 

The Imperial Oil Limited submission to the B.C. Royal Commission 
gave details of its total manufacturing expenses at its loco Refinery in British Col- 
umbia for the years 1959 to 1963 inclusive. These expenses per barrel of crude 
processed ranged from a low of 7l1c per barrel to a high of 76c per barrel over 
this five year period, being approximately 2c per gallon. 

In the same submission Imperial’s manufacturing department prepared esti- 
mates of the costs of operating a conventional refinery, with the capacity of 20,000 
barrels a day of crude oil. The refinery was theoretically designed to run light 
Canadian crude and produce gasolines and light fuels in the ratio of one barrel 
of gasoline to one barrel of light fuels. This theoretical refinery was chosen as be- 
ing representative of the kind and size of refinery which a new refiner might build 
if just entering the B.C. market. The estimated operating costs of this refinery 
are shown in Table 132. 

Operating at capacity, its operating costs, excluding fuel, amount to 68.4c per 
barrel which is approximately 2c per gallon. The amounts allowed for deprecia- 
tion and refinery burden are more than half the total cost of refining. 

In a refinery the fixed costs that do not vary with the amount of oil processed 
are a large percentage of the total (approximately 90%). The variable costs that 
fluctuate with the amount of oil processed are a small percentage of the total 
(approximately 10%). 


Table 132 
Refinery Costs: Estimated Operating Costs 
Conventional 20,000 B/D Refinery Capacity Operation 








Costs 
Cents per 
Barrel of 
Cost Items Crude Oil 
ixed——Operating lca DOU Tae. assert eee ern dete aa ee ae renner gaia ea ee aoc es Ser pas ag 5. ie 
Maintenance Le abOUT pics cee rte Mee eae soos oils acan ence meat neiese meee oe seameicolsir a asstixcanesuesis 6.5 
Maintenances MMaterial, <j Been ee oes sae ss RA OE EES EE aed Be) 
JRO WEDGES VAT) TUTTE 3c c dctocece annunseuoayoe v0 sononaneebabnoesonoNebpnne rnp gcnsenBeEHaosaceraeE Bi) 
[Reino eten? SAN) ea Co 0 #, genaeng pete i cone apodidurootonng anvaase ebdasa th aEERPMRT eunntctoeseaRecer dodtact aieee coc ease ih 
A Gdiminisikathvieuraulds RESCAr Chime seme eres ee acc snecanen aa acutaitaR ey) icc sehen Dol 
DD ePrecialiO Mmm mentee cee te eee ter ee rn ct cn ice ere tates onc ctOa eM caris Maaci et cee. 24.4 
AIOE a sh hss Setelod cS eR Go ere cL BSH cane MR 60.1c 
Viet by ea GL 1S ea ee os re me eae cra creche ete ipraes N p Satria ee canst Doll 
@hemucalseandy@atalyst sees eeteret esac ee Meret oes ceccan.. omar cee cece eee tt 3.6 
FA ACItIVES Ae Pee Meee cient EI Bee ed. Fh mel cecal. ohm ee oe, tented, . aay 1.6 
"TRON «se csl 25 aldh 8 NORE A, ae se ie tates, se a ae me ane Ed RR ME ee See 8.3c 
MotaleOpenatings@osisue Xcludine Mirela (pets Darte!) mee eaeem ater see te er teen emreeat attr emma maneert 68.4c 
(Pere call Oi)) aes ee renee es shore: conte can Meenas 1c. 2.0c 
OGUTIO CES el te ee eee. eee eee ons aed oc nsca acer Cee te se resin ec becen oat os nent cevoateetctentedeewusas oct wane stee sectentereas coves smee Wer scectedenaccvacuae 20.9¢ 
Gru e OPAC SCRE Ae an cas cece reece soc te cht cease cect ede cd cat seed sev sacens sense tecsveces wave Pecestuncesenve nsbouscweessectons tee Race $3.20 
Crade ‘OUS CAUNOLta ) 0 ovecccne cccne scene deste caneesonscasecersancevecsacusncaccesusawetsenacdbapsenbdenswasanalacs oop pudh Gussecdubaiaeieceseensbacsst aus $2.65 


Source: Gasoline Marketing Enquiry Records. 

Accordingly, when a refinery operates at or near capacity, the fixed costs are 
spread over a larger number of barrels and the cost per barrel is lower. Imperial’s 
calculations on the theoretical refinery indicate that fixed costs per barrel increase 
to 75c if the refinery operates at 80% of capacity and increase to $1.00 if the re- 
finery operates at 60% of capacity. Within this range accordingly the cost of refin- 
ing would vary from approximately 2c per gallon to 3c per gallon. 

The cost of refining varies from refinery to refinery and also varies within 
a refinery from time to time. 
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Within a refinery it will vary with variations in the ratio of throughput to 
capacity and with variations in the yields and prices of the various products. The 
cost per barrel of refining also varies with the type of crude being processed and 
the products it is producing in response to the current market demand. As between 
refineries, costs of processing a barrel of crude will differ due to differences in re- 
finery size and differences in capital costs of refining equipment. 

In general — 

(a) the larger the refinery, the lower the capital investment is per barrel 

of capacity (see Chart 77). 

(b) the larger the refinery, the lower the operating costs are per barrel 
of capacity (see Chart 78). 

(c) the nearer the refinery operates to capacity, the lower its operating 
costs per barrel are (see Chart 79). 

(d) to increase the yield of a particular product, by changing the operating 
conditions in the various processing units, and by changes in the blend- 
ing of intermediate streams, increases unit costs because at extreme ends 
of a range of relative yields, operations become more difficult and 
costly than in the middle of the range. 

Alberta refineries range in capicity from a low of 4,000 barrels per day to a 
high of 30,000 barrels per day, with five of the six producing in excess of 10,000 
barrels per day. They are all operating at practically their maximum capacity. 

Having regard to the many variables such as the capacities of the refineries, 
the processes and equipment used, the types of crude available, and the normal 
product yield, the cost of refining a gallon would probably range from something 
less than 2c per gallon to something over 3c per gallon. 

Probably the majority of Alberta’s oil is refined at a cost of less than 3c per 
gallon. 


(4) Factors Affecting Costs & Price of Refining Gasoline 


Table 133 
Elementary Illustration of Refinery Economics 


Approx. Cost 
$ Per Bbl. c. Per Gal. 





Cost ofcecrude “at! Refineryyins:. Se ee eee ee ee $2.65 yey | 
GostwofsRefining oo a.cc-icsarcce sete eee ee 0.90 ZL 
Cost"or*all refined» products wteeee.ceen crete eee ree ee ee $3.55 10.14¢ 
The average cost of all refined products is 10.14c per gallon. 
Refined Products Produced from 1 Bbl. Gals. 
Approx. 60% “gasolines <5 0 are rere ee ee 21.00 
# 20% Middle Distillates 
(diesel, kerosene! etc.) "een Sn err ee ee 7.00 
‘: 17%: Bunker Fuels; etc, ) -eerees ee ee a et ee eee 5.95 
id 3%~ Process. losses (heating, -eVap Oration) a sc ents tis cnncteee cae (1.05) 





35 gals. (34 gals. net) 


There are alternate fuels for bunker and for middle distillates which dictates their prices. 
The balance of the total cost of refined products must be realized from gasolines for which 
there are no alternate fuels. The cost of producing refined products can be recovered from 
those products as follows: 





Obtainablentroms Bunke teva vccseeesoee eee eee eat eee ee 6 gals @ 0.05 0.30 
Obtamable? from, Middle Distillates t:....-:2.hcs. ses ee 7 gals @ 0.15 1.05 
Minimumerequired strom ce aSolines myinei eee sane ene 21 gals @ 0.10% 2.20 

34 gals $3.55 


| 


Cost of gasolines: 


Based on the “price” fixed by the oil industry for its crude, gasolines “cost” approximately 
10'%c per gallon. 


Oil Company Questionnaires indicated that in Alberta the refinery intake volume of crude was approximately 
equivalent to the volume of refined products produced. 


peas losses due to heating, evaporation and flaring etc., were offset approximately by process gains 
in volume. ' 


Source: Gasoline Marketing Enquiry Records. 
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REFINERY CAPITAL INVESTMENT 


PER BARREL OF CAPACITY 





WSS 


OPERATING COSTS, DOLLARS PER BARREL 
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1,500 


CHART 78 


REFINERY OPERATING COSTS 


PER BARREL OF CAPACITY 
(EX FUEL) 


VARIABLE 
bes FIXED 


5,000 20,000 50,000 


REFINERY CAPACITY 
BARRELS PER DAY 


SOURCE - IMPERIAL OIL LIMITED ESTIMATES 


70,000 
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CHART 79 


OPERATING COSTS vs CAPACITY UTILIZATION 
20,000 BARREL PER DAY REFINERY 


110¢ 
100¢ 
90¢ 
80¢ 
70¢ 
60¢ 


50¢ 


OPERATING COSTS IN CENTS PER BARREL 
OPERATING COSTS IN CENTS PER GALLON 


A40¢ 
30¢ 


20¢ 





60% 80% 100% 
CAPACITY UTILIZATION 


SOURCE: IMPERIAL OIL SUBMISSION 
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Table 134 
Some Factors Affecting Price of Gasoline 


Cost of one barrel of 41 degree gravity sweet crude oil at Edmonton ..........0.0..0.00... $2.85 
Refining rcost: pemabatrela (assumed): stracse cere es ocr tacertenscons bre ampeae bees teary. dene deed 0.90 
Cost of refined products resulting from one barrel of crude... tes $3.75 


By varying the type of crude oil used or by varying the refining procedures, you can vary 
the percentages produced of the different refined products. 

A barrel of crude oil contains approximately 35 gallons and when it is refined it can produce 
products approximately as follows: 





Refined Products Percentage Gallons 
BEKELE Oll et Cammy Mee Men Ae cnn ie ete ee es oc 17% of 35 gallons 595 
Middle Distillates (diesel fuel, kerosene etc.) ........ 20% of 35 gallons 7.00 
Gasolines ae ee = Seen ee. eres trots. | Se 60% of 35 gallons 21.00 
Loss (due to heating, evaporation, flaring) ............ 3% of 35 gallons 1.05 

100% 35.00 








Average cost per gallon of all refined products (from gasoline to Bunker oil) is $3.75 divided 
by 34 gallons of various products which equals 11c per gallon. 

The prices obtainable for bunker oil and middle distillates are dictated by alternate fuels or 
energy sources, so they have to be sold at prices competitive to such alternates. The balance 
of the total cost of refined products ($3.75) resulting from one barrel of crude must be re- 
covered from the sale of gasoline. 


Source: Gasoline Marketing Enquiry Records. 


Table 135 
Variable Factors Affecting the Cost of Gasoline 
There are variations in prices of refined products. Bunker fuels may sell from 4c 
to 7c per. gallon. Middle distillates may sell from 12c to 15c per gallon. 


Let us examine 2 illustrations which indicate the effect on the cost of a gallon of 
gasoline by a variation in the realization from one of the other refined products, in these 
cases, middle distillate. 


Illustration 1 








Gallons Price per gallon 
Refined Product % Sold without tax Total 
Bunketerse seer eee ee eee oe 17 6 $0.05 $0.30 
Middle" Distillate amt. bowed. ese. 20 7. 0.15 1.05 
Gasoline Mens cote. eter eraieesa tt Re 60 21 0.105 2.20 
Loss ities. eer ates oe cles 3 Nil Nil Nil 
100% pt $3.55 





Illustration 2 








Gallons Price per gallon 
Refined Product % Sold without tax Total 
Bunkers Moe ee ee ee 17 6 $0.05 $0.30 
MiddlewDistillatemeemaene. ener 20 a 0.12 0.84 
Gasoline ee Sse tint Rosca 60 21 0.115 2:41 
EOS ce ae ger eee bes Maes a, ae 3 Nil Nil Nil 
100% 134 $3.55 





Source: Gasoline Marketing Enquiry Records. 


Depending on what is realized from Bunker and Middle Distillates, the bal- 
ance of the cost of a barrel of refined products has to be recovered from the gaso- 
line. In one illustration above the cost of a gallon of gasoline is 10.5 cents and in 
the other illustration the cost of a gallon of gasoline is 11.5 cents. 

The “cost” of a gallon of gasoline is increased by Federal Tax. The Federal 
Tax is approximately 

1.9 cents on regular gasoline 

2.4 cents on premium gasoline 
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In the two cases illustrated above the refinery cost for regular gasoline plus 
Federal Tax would be:— 


Refinery cost per gallon 
Federal Tax per gallon 


ah), fe. Se Seats SVE: 10.5 cents 11.5 cents 
Loic ee ae 1.9 cents 1.9 cents 


12.4 cents 13.4 cents 


Let us now apply one of the larger discounts from dealer posted tank wagon 
price to determine how much the resulting “purchase price” would exceed refinery 
“cost price” 


Dealer posted tank truck price — regular 19.8 cents per gallon 
Discount to. large *wholecaters sence 6.2 cents per gallon 


Ay 


= 
ON 


Price paid by wholesalertotrefiner 72st. cents per gallon 


(5) Refinery Prices for Refined Products 

It was noted in the case of crude oil that prices quoted by “cartel” companies 
at various points in the world appear to be uniform at each such point for the 
same quality of crude. The same appears to be true in prices of refined products. 


Refined products prices in 1965, published in Petroleum Press Service, show 
F.O.B. prices for bulk cargo shipments in U.S. cents per American gallon at var- 
ious places in the world. 


For instance, two companies in the Caribbean show the same price for the 
same grade of motor gasoline. 


Motor Price 

Company Place Gasoline Per Gal. 
Esso Aruba 87R 7.8¢ 
Shell Curacao 87R 7.8c 


One company in the Caribbean and another company in the Middle East also 
show the same price for the same grade of motor gasoline. 


Motor Price 
Company Place Gasoline Per Gal. 
Shell Curacao 95R JHic 
5B. Abadan 95R oc 


In widely separated places there is a marked similarity in prices for the same 
grade of motor gasoline. 


Motor Price 
Company Place Gasoline Per Gal. 
Shell Curacao 83R TLE 
Shell P. Bukom, Singapore 83R wo) 
Mobil Sungei Gerong 83R ed, 
B.P. Abadan 83R ip 
Caltex Ras Tanura 83R 7.4 


Pricing on Exchanges and Transfers 


In an integrated company the internal transfers of crude oil or petroleum pro- 
ducts from one of its divisions to another do not involve prices negotiated at arms 
length. If prices are attached at all they are arbitrary, but in many cases it is simply 
a transfer of gallons or barrels to which no price is applied. 


In the case of such an integrated company, where the company allocates its 
profits is a matter of internal bookkeeping. This would normally be adjusted in 
such a way as to be most advantageous to the company. 
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For instance the profit picture of the refining division can be altered by in- 
creasing the transfer price for crude oil coming in from the producing division, or 
by reducing the transfer price for refined products going out to the marketing divi- 
sion. 


In general a high transfer price for crude oil would tend to increase profit in 
the producing division where exploration expense write offs, depletion allowances 
and other tax advantages are available which do not apply to manufacturing opera- 
tions, transportation operations or marketing operations. 


Large volumes of refined products are “transferred” or “exchanged” between 
integrated companies. The refining division of company A will deliver to the mar- 
keting division of company B at one location and in exchange the marketing divi- 
sion of company A will take delivery from the refining division of company B in 
another location. There are tremendous volumes of these inter company “ex- 
changes” of product in one location for product in other locations. These exchanges 
may take place in different marketing regions and the deliveries and accounting 
may extend over prolonged periods. 


If products are exchanged a transfer price may not be necessary and may not 
be expressed. If a transfer price is expressed it does not necessarily represent a true 
arms length price e.g. if A has a gallon of gasoline worth 40c in a place where B 
needs it and B has a gallon of gas worth 39c in another place where A needs it, 


ie - could trade his gallon for B’s gallon and simply take a 1c differential payment 
rom B. 


2. A could transfer his gallon to B at a transfer price of $1.00 and B could transfer 
his gallon to A at a transfer price of 99c, and A would receive a Ic differential 
payment from B. 


In either case each has obtained the other’s gallon and a Ic differential has been 
paid. 
The differential payment is arms length but the expressed transfer prices have 
no meaning except in their relationship to one another. 


A majority of the world’s crude oil and petroleum products is disposed of by 
transactions involving 


(a) transfers from one division or subsidiary to another division or subsi- 
diary of the same integrated company where prices are arbitrary and 
not arms length; and 


(b) exchanges or transfers between “cartel” companies where the ex- 
pressed transfer prices may have little meaning by themselves. 


Only a small fraction of the total world transactions are truly at arms length, 
and most of these take place at “established market prices”, such prices having 
been established by internal non arms length transactions, exchanges or transfers. 


Refinery Prices — to other integrated oil companies are difficult to determine. In- 
tegrated oil companies engaged both in refining and marketing, transfer very large 
volumes of gasoline and other refined products to one another at the refining level. 
This may be done by “exchange agreements” where no price is needed or expres- 
sed. Under such an agreement Imperial would take delivery of products from a 
Texaco refinery in one location in exchange for Texaco taking delivery of equiva- 
lent refined products from an Imperial refinery at another location. Other agree- 
ments may provide simply for processing by a refinery for a fee, or a combination 
of a purchase of crude or semi-refined products plus a processing fee resulting in 
the delivery of refined products. Due to the nature of these transactions, ites 
difficult to ascertain or compare their prices with the prices of other sales of 
refined products. 


However, as an example, crude was processed through an Alberta refinery, 
and a very large volume of the refined product was transferred to another refinery 
of the same company at a “price” of 8.41c per gallon. 
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In another large volume transaction refined products produced by the Al- 
berta refinery of one company were transferred to another company at 10.45c per 
gallon. 


In answer to question 78, the oil companies provided the Committee with 
particulars of purchases by their marketing departments from refineries during 
1965, and the average price per gallon paid for each grade. The “cartel” brand 
companies reported purchases of regular grade gasoline at prices ranging from 
a low of 10.4c per gallon to a high of 12.22c per gallon, being a weighted average 
purchase price of 11.01c per gallon. 


In answer to question 77 (e), the oil companies provided the Committee with 
particulars of sales of regular gasoline to major oil companies during 1965 and 
the average sale price per gallon. The “cartel” brand companies reported sales 
of regular grade gasoline at prices ranging from a low of 10.6c per gallon to a high 
of 12.6c per gallon, being a weighted average sale price of 12.09c per gallon. 


In answer to question 110, the oil companies provided the Committee with 
particulars of sales to major oil companies during 1965, showing the volume, the 
grade of gasoline, and the price per gallon. The “cartel” companies reported sales 
of regular grade gasoline at prices ranging from a low of 9c to a high of 13.7c per 
gallon, with a weighted average sale price of 11.25c per gallon. 


Refinery Prices — to jobbers or wholesalers are not posted or fixed. Jobbers or 
wholesalers who purchase gasoline from refineries for resale under their own 
brands, usually purchase at tendered or negotiated prices. The jobbers or whole- 
salers are not integrated companies and do not have refining operations of their 
own. Their volume of purchases is not as large as the transfers and exchanges be- 
tween major integrated companies, and they do not receive as favorable a price. 


In answer to question 78, the jobbers, wholesalers and off-branders reported 
an average purchase price for regular gasoline (including Federal Tax) of 14.5¢ 
per gallon. Allowing 1.9c per gallon for Federal Sales Tax, the price they paid, 
excluding tax, would be 12.6c per gallon. 


In answer to question 77 (d), the integrated companies with refineries reported 
sales to jobbers, wholesalers and off-branches of regular grade gasoline, at prices 
ranging from a low of 11.82c per gallon to 14.1c per gallon, being a weighted 
average sale price of 12.67c per gallon. 


In answer to question 111, the integrated companies with refineries reported 
sales to off-branders, jobbers and wholesalers indicating the volume of purchase, 
the grade, and the price per gallon. They reported sales of regular grade gasoline 
at prices ranging from a low of 10.87c per gallon to a high of 18.7c per gallon, 
being a weighted average sale price of 12.43c per gallon. 


Table 136 
Refining Division Prices (cents per gallon) — Alberta, 1965 
To Other Integrated Oil Companies with Refineries (excluding Federal Sales Tax) 
Weighted 
Question Low High Average 
1S & PULCHASCS neers ent area eee eet 10.4 Wary) 11.01 
77(e) ‘Sales #215... 2ISV Ree Pak). DION. Greta : 12.6 12.09 
110mpSales VI: ; 13.7 11525 


108 Transfer 
108 Transfer 





To Jobbers or Wholesalers (excluding Federal Sales Tax) 
Weighted 
Question Low High Average 
78% Purchases: Bivccticcncaes tee terse eine, eee een naree 12.6 
77(d) Sales 14.1 12.67 
111 Sales 18.7 12.43 





Source: Gasoline Marketing Enquiry Records. 
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CHAPTER 31. MARKETING DIVISION COSTS AND PRICES 


(1) Gasoline Marketing Cost 

_ The marketing division of an integrated oil company performs the whole- 
saling function of distributing and selling the refined products produced by the 
refining division. 

When it is considered that marketing adds about 7c per gallon to the price 
of gasoline, as compared with total costs of exploration and production of ap- 
proximately 3c, and costs of refining of approximately 3c, it is apparent that the 
items of marketing cost are significant. 


Basic marketing costs included by the oil companies in the costs of their 
marketing divisions include the following: 


(a) credit cards, 

(b) advertising, 

(c) training of service station operators, 

(d) transportation within a limited range, 

(e) current expenditures for service stations, including renovation, main- 
tenance and repair, 

(f) administration, sales, accounting, and general overhead. 


Additional marketing costs are incurred if marketing takes place at an out- 
side point at a distance from the refinery supply point, and these additional costs 
include— 

(a) the additional cost of transportation to the outside point, 

(b) the additional cost of storage and handling at the outside point, 

(c) the additional cost of commissions payable to the agent at the outside 

point. 


The basic costs of the marketing division are covered by the marketing div- 
ision’s posted prices at the company’s refinery supply points. 


The additional costs of marketing at outside points are covered by increased 
posted prices at the outside point, the increase in posted price being roughly equi- 
valent to the increase in marketing cost for any particular point. 

The marketing division markets all of the products marketed by the oil com- 
pany, and consequently there is the usual difficulty of allocating costs between 
products. 

However, gasoline accounts for the largest volume of any product marketed 
and it also accounts for the most dollars. If the items of expense, making up the 
total marketing cost, are each divided by the number of gallons of gasoline sold, 
you express marketing costs in cents per gallon of gasoline which are in the right 
ratio to one another so far as each item of expense is concerned. However, these 
costs per gallon are somewhat too high for gasoline alone, because some portion of 
these marketing costs should be allocated to other products marketed. In other 
words these are the maximum costs of marketing that could be allocated to 
gasoline if the entire cost were incurred for marketing gasoline alone, but in 
some items of marketing expense gasoline’s share would be less than the amount 
shown. 


(2) Credit Card Cost 
In British Columbia the Royal Commission on Gasoline Price Structure re- 
ported in part as follows: 
“At the outset of the hearings the Consumers’ Association of Canada attacked 
credit cards on the ground that their expense was borne by the cash customer as 


well as the credit customer”. “The Association thought there should be a discount 
for cash customers”. 


The report then compared the cost of credit cards based on total sales of gasoline 
with the cost based on credit card sales only as follows: 
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“Estimated Cost of Credit Cards Based on Total Sales of Gasoline by Various Companies 


As Reported by the As Estimated by Commission 
Oil Companies Accountant 
Cents Per Gallon 
0.58c 0.64c 
0.67¢ 0.69c 
1.23¢ 1°22¢ 
0.56¢ 0.57c 
0.35¢ 0.35¢ 


Based on the sales of gasoline through credit cards, the estimated figures would be, for these 
five companies: 


Cents Per Gallon 
1.74c 
1.40c 
2.76c 
1.61c 
1.56c 


The weighted average cost of credit cards is about “%c per gallon of total gasoline 
sales of service stations and about 1%c per gallon of credit card sales. 

Other products and services are charged on credit cards but I consider that such items 
would have no material effect on the average costs determined above.” 
“.. . the billing cost of gasoline credit cards is a high percentage of the value of the 
sale, net of tax. It may well be higher than the cost of credit incurred in the retailing of 
any other kind of merchandise.” y : ; 

His Honor Judge Morrow came to the conclusion that the ideal solution 
would be to give a discount to those who pay cash for their gasoline. He stated: 
“I consider that the cost of the credit card system should be borne by the individual 
seeking credit.” 

It was to be expected that costs of credit cards in Alberta would be very sim- 
ilar to such costs elsewhere. In Alberta, based on oil company replies to question 
98, and on gallonages reported in questionnaires 11 and 14, the credit card costs 


of the “cartel” companies appear to be as follows: 


Table 137 
Cost of Credit Cards 
Based on Total Sales Based on Credit Cards Sales 
of Gasoline to the of Gasoline to the 
Automotive Market Automotive Market 
Cents per gal. Cents per gal. 

0.31 1.20 

0.45 1.23 

0.62 1.30 

0.83 1.34 

0.84 ZOU 

0.67 weighted average 1.38 weighted average 


Source: Gasoline Marketing Enquiry Records. 


The G.M.E. Committee agrees with the conclusion of His Honour Judge 
Morrow that the cost of the credit card system should be borne by those using 
it. 

In our opinion, the cost of credit cards should be eliminated as an 
element entering into the wholesale price of gasoline, which would enable 
the reduction of the posted dealer tank wagon price by a little more than 2c per 
gallon. The retail price at the pump could be uniform for both cash customers 
and credit card customers. The oil company could recover its cost of credit cards 
by adding to each credit card customer’s monthly statement a credit service charge 
of approximately 112c per gallon based on the purchases actually made on credit 
by that customer and on the cost of the credit. 

Such a system would give each customer the individual choice of whether 
to buy for cash or credit, and the customer who did not use the credit, would bear 
no part of its cost. Under the present system large numbers of cash customers 
bear part of the cost of credit which they do not use. 
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Control of retail marketing and the restriction or elimination of competition 
in retail marketing appears to be one of the more important objectives of the “car- 
tel” companies. 

It is obvious that the attractions and advantages of a credit card which is 
universally acceptable wherever the motorist happens to desire to travel, has 
important competitive advantages. The smaller independent company, whether 
an “off-brand” wholesaler or an “other brand” integrated marketer, which is try- 
ing to establish itself in the market, can’t be competive with the “cartel” sub- 
sidiaries in such areas as national and international brand advertising, and the 
number of outlets for which its credit card is acceptable. The new entrant into 
the business of oil marketing faces a long uphill struggle. As the major marketers 
provide “free” credit cards the new entrant has to incur the expense of a credit 
card system even though it can’t be as useful to his customers as those of the in- 
ternational “cartel” companies. 

However, if customers directly bear the cost of the credit that they use, the 
customer to whom widespread credit is less important may elect to save this cost. 
The independent oil marketer may then have a more equal opportunity for com- 
peting for the business of such customers. 


(3) Advertising Cost 

To promote the sale of their products, oil companies engage in many forms 
of advertising. 

By dividing the Alberta share of advertising expense by the number of retail 
outlets in the province, the cost of retail advertising can be expressed in dollars 
per outlet. The advertising expenditures of the “cartel” subsidiaries operating in 
Alberta expressed in dollars per retail outlet were as follows: 


$ per Retail Outlet 


$237.00 
398.00 
441.00 
446.00 
750.00 
793.00 


Weichtedmaveraver AdVertisinguCOSt fae mere ra ee ir tt anatecticatc. eae sree eanee $501.00 


By dividing the advertising expense allocated to the province of Alberta by 
the automotive gallonage sold in Alberta, you can express the cost of advertising 
in cents per gallon. The advertising expense of the “cartel” subsidiaries market- 
ing in Alberta expressed in cents per gallon was as follows, during 1965: 


Cents per Gallon 


0.34 cents 
0.56 cents 
0.57 cents 
0.59 cents 
0.77 cents 
0.84 cents 


Weightedmavenace sad ventisin Gs COSE marr mene sce irsscsemen i ates eoeecesac cone yneeee renee net 0.61 cents 


(4) Training of Service Station Operators 

The cost of training service station operators is minimal. It appears to be only 
a token expenditure and has very little impact on the cost of marketing. Lip ser- 
vice is paid to the concept but no company conducts a widespread and effective 
program. 

The cost of training reported by “cartel” subsidiaries expressed in cents pet 
gallon of automotive gasoline gallonage was as follows: 


0.036c 
0.040c 
0.047¢ 
0.073c 


Weletited@average: training (COST UN iin. teint acini sc reve nt. eoeconeensdat sn ctegurtenneste deetsiee 0.046c 
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(5) Transportation Cost 

Oil company marketing divisions make very large expenditures for the trans- 
portation of refined products to markets. However, only a small percentage of 
these costs is included in the basic cost of the marketing division. A very large 
percentage of these costs are “additional costs” which are recovered from cor- 
responding additions to the posted prices applicable in the outside point to which 
the refined products have been transported. For instance, the posted price in an 
outside point like Athabasca would exceed the posted price in the refinery supply 
point, Edmonton, by an amount adequate to cover the cost of transportation from 
Edmonton to Athabasca. The additional transportation cost incurred is according- 
ly recovered by an addition to the posted price. 


Three principal methods of transportation are used for delivery of refined 
products— 

(a) railway tank car, 

(b) the company’s own fleet of tank trucks, 

(c) outsiders’ fleets of tank trucks. 
Which of these methods is used is a matter of judgment based on the circum- 
stances of the delivery and its economics. 


Transportation may be divided into two broad categories— 

(a) “transportation in” to company owned storage plants; and 

(b) “transportation out” to customers. 

In either of these categories there is the choice of the three methods of transpor- 
tation. 

“Transportation in” to company bulk plants at outside points may be by tank 
car, by the company’s own fleet of tank trucks, or by outsiders’ fleet of tank 
trucks. This category of transportation accounts for a majority of the transporta- 
tion cost of a marketing division. This cost of transportation to outside points 
is an “additional cost” which is entirely recovered out of higher posted prices 
applicable to outside points. 


The category of “transportation out” to customers may be further subdivided 

as follows:— 

(a) from refinery supply point to customer by railway tank car, which may 
be used in such cases as turbo fuels for air bases, asphalt for construction 
contractors, gasolines for large industrial users, etc., and in this category 
the cost of transportation is recovered from the customer; 

(b) from refinery supply point to customer by outsiders’ fleet of tank trucks, 
which may be used for such deliveries as asphalt to construction con- 
tractors and petroleum products to industries, and in this category the 
cost of transportation is recovered from the customer; 

(c) from bulk stations by bulk agents and farm dealers to commercial cus- 
tomers and farm customers, and in this category the cost of transportation 
is the transportation portion of commissions on sales which average 114 
cents per gallon and are recovered from the higher posted priceS for 
“commercial consumers” and “other consumers” which exceed dealer 
posted prices by 1¥% cent per gallon, and if the place of delivery requires 
“extra cartage” this is recovered from the customer; 

(d) from refinery supply point to customer by the company’s own fleet of 
tank trucks, which may be used for deliveries to such customers as 
service stations, and other retail outlets, a portion of which transportation 
cost is included in the basic marketing cost and covered by the posted 
dealer tank wagon price at the refinery supply point, and a portion of 
which is recovered in the case of deliveries to outside points by additions 
to the posted prices applicable in such outside points. 


In general, tank truck deliveries to service stations in refinery supply points, 
such as Edmonton and Calgary, are made by the company’s own fleet of tank 
trucks; no direct charge for delivery is made to the service station operator: and 
the cost of such transportation is recovered from the posted dealer price applicable 
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at the refinery supply point. This is the only portion of the marketing division’s 
total transportation expense that forms part of the marketing division’s basic cost 
which has to be recovered from the posted dealer tank wagon price at the refinery 
supply point. 

The expenditures of one of the “cartel” subsidiaries for transportation in 
Alberta during 1965 were expended for the various categories of transportation 
as follows:— 


(1) “Transportation in” to the company bulk plants 66% 


(2) “Transportation out” to customers,— 
(a) from refinery supply point to customer by railway tank 





CSIs COMMEFGIA ie CONSUINIELS tetra terrence art Remark anliy'e so ssieni 13% 
(b) from refinery supply point to customer by outsider’s fleet 

GimtAnke tricks (COMMETCIAl CONSUITIETS at ci... actors aes secee cape: 5% 
(c) by bulk agent or farm dealer to customer 

CCONIIN GP Cia) MOLmCAEHA) mee OWN eee eres ci or cee mise ness ere 9% 
(d) from refinery supply point by its own fleet of trucks 

CAloniou vem cCOminercialeanG ylarml ioe, 7 eee Meera m ee caee 1% 

ornimtranspoOrtation. COSTS @nue wl. gretae Anwan ce: Vow. nerete 100% 








The transportation cost of the deliveries to service stations (not recovered 
from higher posted prices applicable to deliveries to outside points) is the only 
transportation not accounted for by additions to price, and therefore is included 
in the basic cost of the marketing division. For the above company this would 
be a fraction of the cost of deliveries by its own fleet, the entire cost of which 
is only 7% of total transportation costs. 


The dealer posted tank truck price in the vicinity of a refinery supply point 
is the delivery price to the dealer. Accordingly, the transportation cost of the 
deliveries to service stations in the vicinity of a refinery supply point is included 
in the basic cost of the marketing division. 


In the case of a service station at an outside point, which is supplied by the 
oil company’s own fleet of tank trucks, the dealer posted price at the outside point 
is increased by an amount equal to the lowest quoted public transportation rates 
from the refinery supply point to that outside point, so the transportation cost 
is recovered from the higher price. 


For the above company only 7% of its total transportation costs were ac- 
counted for by its own fleet of trucks. Deliveries by its own fleet were broken 
down as follows: 


(a) deliveries to service stations by tank truck ......00..0000.. ee 5% 
(b) other deliveries, such as aviation fuel, deliveries of 
Packaged aPOOUsmD Ys Sta CCR ILUCK, SCtG. annie. fa stahetee Pega nee: 2% 
Gtalmtransportauon Dy. OWL sLleCtiiie..ce eu: cotta ec: ome erenctetere cess 7% 


Less than one-half of its delivery costs to service stations by its own fleet 
would be incurred for deliveries in the vicinity of refinery supply points, which 
would be approximately 242% of total transportation costs. For deliveries by its 
own fleet of tank trucks to service stations in outside points, the company would 
recover its transportation cost from the higher posted prices applicable to de- 
liveries to outside points. 


Dividing the above company’s total costs for the transportation of motor 
gasolines and light products in its own fleet of tank trucks, by the total volume 
of gasolines and light products transported by that fleet in 1965, the cost per 
gallon for transportation was 0.34 cents per gallon. This includes transportation 
to stations in the vicinity of refinery supply points where nothing is added for 
transportation, and transportation to outside points where the cost of transportation 
is recovered from the increased posted price applicable to that outside point. 
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CHART 81 


IMPERIAL OIL LIMITED 
DISTRIBUTION ECONOMICS OF THROUGHPUT 


EXAMPLE: SHIFT VARIATION ON TRUCK COST 
(6000 GAL. CAPACITY TRUCK) 


COST PER GALLON IN CENTS 





NO. OF SHIFTS/ DAY 


SOURCE - IMPERIAL OIL LIMITED 


CHART 82 


IMPERIAL OlL LIMITED 
DISTRIBUTION ECONOMICS OF SCALE 


EXAMPLE: TRUCKING COSTS 
IN CENTS PER 1000 GAL. MILE 


COST IN CENTS PER -1000 GAL. MILE 





1000 2000 3000 4000 5000 6000 7000 


TRUCK CAPACITY IN GALLONS 


SOURCE - IMPERIAL OIL LIMITED 
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Approximately 50% of automotive volume is delivered to Edmonton and 
Calgary service stations. Fifty percent of total transportation costs of its own 
fleet would more than cover such deliveries. Dividing 50% of total transportation 
costs by the gallonage delivered in Edmonton and Calgary gives a cost per gallon 
for transportation of less than 4/10 of a cent per gallon. 


Imperial Oil in its submission, to the B.C. Royal Commission, dealt with 
distribution economics. Imperial pointed out that fixed costs represent the big 
percentage of total tank truck operating costs. In densely populated, high volume, 
areas there is opportunity to use tank trucks on more than one shift. This of 
course means larger volume per truck and a lower unit cost per gallon. Chart 81 
prepared for Imperial’s submission depicts a 6,000 gallon tank truck and the total 
cost per gallon based on a 1, 2 and 3 shift operation. The variable costs are the 
same per gallon of delivery, while the fixed costs are lower due to the larger 
volume handled by the truck. 


Chart 82 is another example prepared by Imperial showing the operating 
savings possible with larger trucks in densely populated areas, such as our refinery 
supply points where service stations have large storage capacity. This chart shows 
the ability of a large capacity truck to maintain its “cost per 1,000 gallon mile” 
at a significantly lower level than units of smaller capacity. For example, it can 
be seen that the cost of delivering 1,000 gallons of product one mile can be 
reduced from approximately 25 cents in a 2,000 gallon truck to less than 10 cents 
in a 7,000 gallon truck. 


Approximately 50% of automotive gallonage is delivered to service stations 
in Edmonton and Calgary where deliveries can be made by the marketing division’s 
own fleet of large tank trucks operating at conditions of minimum cost. It would 
appear that transportation expense of the marketing division that has to be re- 
covered from the dealer posted tank truck price at the refinery supply point would 
be approximately 12 cent per gallon or less. 


(6) Service Station Costs 


One of the largest expenses in the budget of a marketing division is expense 
incurred in connection with the provision of service station outlets. Most oil 
companies have two budgets for service station expenditures, one for current 
expenditures, and one for capital expenditures. 


From an income tax standpoint any item which can be classified as a current 
expenditure is most advantageous, because the full amount of the expense can be 
deducted from income in the year of expenditure. An expenditure on service 
stations classified as a capital expenditure has to be depreciated over a term of 
years and it is only the depreciation which can be charged as an expense against 
income. 


The “cartel”? subsidiaries marketing in Alberta collectively reported service 
station expenditures for the year 1965 totalling as follows: 


(SPA HUNTS) 9 BTS AVG A LERCR ortenae. r - Ree O Nieaet em eee int lime RIS $3,121,559.00 
GUrrent EXPeNGItUNGS path pice ey. ere cameleon: en Pee: $4,129,552.00 
Jia C2 spent ieee ad iboats a OR Gretta Midi elmer AA bap $7,209 1,1 10-00 


Although a number of new service stations were built in Alberta during 
1965, it is to be noted that current expenditures on service stations exceeded 
capital expenditures on service stations. 


Apart from these substantial expenditures, a portion of the administration 
and general overhead expense relates directly to the acquisition and maintenance 
of the service station network, including such items as the salaries and overhead 
of those members of the marketing division staff engaged in planning for service 
stations, designing and engineering service stations, and engaged in the acquisition 
and supervision of construction of service stations. 
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The expenditures of the “cartel” subsidiaries engaged in marketing in Alberta 
on service stations during 1965 expressed in cents per gallon of gasoline sold 
to the automotive market are as follows: 


Table 138 
Cost of Providing Service Stations, Alberta, 1965 
(cents per gallon, based on gallonage sold by all outlets) 


Current Capital Total 
Expenditures Expenditures Expenditures 
0.71 cents 2.55 cents 3.26 cents 
1.48 cents 1.30 cents 2.78 cents 
2.21 cents 0.55 cents 2.76 cents 
2.28 cents 1°25 “Cents 3.53 cents 
3.60 cents 1.56 cents 5.16 cents 
Werghted “average t.... tet eee eee 1.87 cents 1.41 cents 3.28 cents 


Source: Gasoline Marketing Enquiry Records. 


The weighted average current expenditures of the oil company marketing 
divisions for service stations of 1.87 cents per gallon is one of the largest single 
items of cost of the marketing division. These current expenditures totalling 
$4,129,552.00 for the “cartel” subsidiaries were supplemented by a further 
$3,121,559.00 of capital expenditures for service stations. 

Current and capital expenditures on service stations, expressed in cents 
per gallon of automotive gallonage, amount to 3.28 cents, which exceeds the total 
cost of exploration and production of approximately 3 cents per gallon. 

It would appear to be fair that the expenditures of the marketing division 
in providing service stations for its own lessees should be charged against the 
gallonage sold by those lessees rather than against the total automotive gallonage. 
Accordingly, the expenditures on service stations during 1965 made by the “cartel” 
subsidiaries engaged in marketing in Alberta, expressed in cents per gallon of 
gasoline sold by their lessees to the automotive market, are as follows: 

Table 139 


Cost of Providing Service Stations, Alberta, 1965 
(cents per gallon, based on gallonage sold by leased outlets) 


Current Capital Total 
Expenditures Expenditures Expenditures 
1.17 cents 4.17 cents 5.34 cents 
2.79 cents 2.46 cents 5.25 cents 
2.81 cents 1.55 cents 4.36 cents 
3.42 cents 0.85 cents 4.27 cents 
4.58 cents 1.98 cents 6.56 cents 
Weighted average eet, ee ae eee 2.91 cents 2.20 cents 5.11 cents 


Source: Gasoline Marketing Enquiry Records. 


The cost of acquiring service station sites and building and maintaining 
service stations is an expense of retailing. In the case of an owned service station, 
the owner actually incurs this expense and has to recover it from his profits on 
retailing alone. 

However, the integrated oil companies engaged in producing, refining, and 
marketing charge the expense of repairing, renovating, and maintaining their 
service stations, and of renting service stations from others, as a cost of their 
marketing divisions, which are primarily performing the wholesaling function. 
Their staffs which plan, engineer, acquire and construct service stations normally 
are a part of the marketing divisions’ salary expense and overhead. There is 
nothing wrong with this from an internal accounting standpoint, as the integrated 
company incurs these costs irrespective of the division to which it is charged. 
However, the practice is unfair to the service station dealer who owns his own 
station. 

The marketing division of the integrated oil company recovers its wholesaling 
costs out of its posted wholesale prices. One element of cost included in these 
wholesale prices is the cost of repairing, renovating, and maintaining their retail 
service stations, and renting service stations from others. 


Page 442 Part 8 


The result is that all service station dealers who purchase at dealer tank 
wagon prices are paying for part of the cost of providing and maintaining retail 
service stations owned by the oil company. This is a large item of cost, being 
as much as 1/3 of marketing division expense, and amounts to hundreds of 
thousands of dollars per company per year. 


This is discriminatory against the service station dealer who owns and pays 
for his own service station, because in his wholesale price of gasoline he is also 
paying part of the cost of providing, renovating, repairing and maintaining the 
service station operated by the lessee who is his competitor. As independent service 
station owners are paying part of the cost of providing and maintaining service 
stations owned by the oil companies, these oil companies do not need to recover 
such costs from their lessees. Lessees who are not asked to pay all the costs of 
service stations are subsidized and have a competitive advantage over owners. 


In the opinion of the Committee the wholesale price of gasoline, being the 
dealer posted tank wagon price, should be reduced by eliminating all costs now 
borne by the marketing division relating to the provision, renovation, maintenance 
and repair of service stations. 


If an integrated oil company wishes to own service stations it should do so 
through a retailing division which should incur all of the costs of acquiring 
service station sites and all of the costs of building, rebuilding, maintaining, and 
repairing service stations. If the oil company wishes to lease these stations to 
lessees, any recovery that it chooses to obtain on account of its service station 
costs should be recovered from its lessees alone, by way of rentals, and should not 
be recovered as part of the wholesale price of gasoline charged to all retail 
dealers. 


This would enable a reduction of the posted dealer tank wagon price by 
approximately 1.87 cents per gallon to all dealers, whether lessees from the oil 
company or independent owners. The current expenditures of the oil companies 
for provision of service stations, which averages 2.91 cents per gallon of lessee 
gallonage, will then have to be recovered from lessees as rent, and not as part 
of the wholesale price of gasoline paid by all dealers. This would help to rectify 
the discrimination which now exists against owned outlets and make them more 
competitive with lessees. 


(7) Administration, Sales, Accounting and General Overhead 


All basic marketing costs other than the five specific items which we have 
just dealt with, namely—credit cards, advertising, training, transportation, and 
current expenditures for service stations, have been included under the heading 
Administration, Sales, Accounting and General Overhead. 


The amount for this item has been arrived at by deducting from each 
company’s gross expenditure on basic marketing costs through its marketing 
division, the sum of the five items we have dealt with. 


The administration, sales, accounting and general overhead costs of the 
marketing divisions of the subsidiaries of “cartel” companies, expressed in cents 
per gallon of gasoline was as follows during 1965. 


0.02c 
1.13c 
2.03¢ 
alc 
2.29¢ 


Weighted average cost of administration, sales, accounting and 
PENLELAIMOVELNCAG Br eer ce aM Rieti tae SMa cet ac eee oe eka Me har te 1.49c 
(8) Basic Marketing Costs of Marketing Divisions 


In question 84 the Committee asked each oil company to express its average 
cost of marketing to all markets in cents per gallon of gasoline marketed. The 
subsidiaries of five “cartel” companies reported average costs in cents per gallon 
as follows: 
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Marketing Cost to All Markets in Cents Per Gallon of Gasoline 
All Markets 
5.14c 
3.70¢ 
4.85c 
S373¢ 
6.50c 


Weighted,‘average:.marketing; cost; s2sficle:. 2 ae. ee ee aAlite 





The weighted average cost of marketing to all markets for the “cartel” 
companies collectively was 5.21 cents per gallon of gasoline. 


However, the costs of marketing to the three principal markets differ, be- 
cause the methods of marketing differ. 


The oil companies in question 88, allocated their marketing division expenses 
between their three principal markets, namely—automotive, farm and industrial/ 
commercial. By dividing the expenses for each market by the gasoline gallonage 
sold to that market you can express marketing costs for each market in cents 
per gallon of gasoline sold to that market. 


As in previous cases, this item will be too high, because the cost of marketing 
all products is being allocated to gasoline alone. 


However, on this basis and using the gallonage reported in question 88, the 
marketing costs of the subsidiaries of “cartel” companies marketing in> Alberta 
during 1965 were as follows: 


Marketing Cost to Each Market in Cents Per Gallon of Gasoline 


Industrial/ 
Automotive Farm Commercial 
4.20 1.60 2.60 
4.47 4.18 6.52 
4.73 3.10 9.40 
5.20 9.50 7.80 
6.49 5.65 2.82 
Weighted “Average sciences ee 4.95c 4.76c 6.61c 


In the automotive market gasoline accounts for a high percentage of the 
gallonage of all petroleum products sold to that market. In the farm market 
gasoline accounts for a smaller percentage of the gallonage of all petroleum 
products sold to that market because many farm vehicles use diesel fuel. In the 
industrial/commercial market gasoline accounts for a still smaller percentage of 
all petroleum products sold to that market, because items such as road asphalts, 
industrial lubricants, kerosene, aviation fuels, etc., account for a very substantial 
gallonage. Accordingly, if the costs of marketing all petroleum products to a 
particular market are charged to gasoline alone, the per gallon costs are most 
accurate for the automotive market, less accurate for the farm market, and least 
accurate for the industrial/commercial market. 


In replying to oil company questionnaire 16, one major oil company pointed 
out that 


“The total expenditure allocated to each type of market was incurred in the market- 
ing of all petroleum and non-petroleum products in that market and not just gasoline. 
(Name of oil company) normally measures its expenditures as a percentage of 
sales revenue. Another measure, but less meaningful because of the inclusion of 
expenditures for the marketing of non-petroleum products, is the marketing ex- 
penditures for each market expressed on a cents per gallon of total petroleum 
products basis. For each market in Alberta in 1965 this was as indicated below: 


(a) .automotiver sales #...50 1.2 semen ee ee ee 4.6 cents per gallon 
(Db) farm saleshi. 6. 5 eee ten. Aen ee oe 2.4 cents per gallon 
(or industrial &P commercial wsales eee eee 1.0 cents per gallon 
(d) domestic heatesalestsees.sce cee eee eee 3.1 cents per gallon 
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Using oil company figures on their costs of marketing to the automotive 
market from question 88, and using the gallonage figures marketed to the automo- 
tive market as reported in questionnaires No. 11 and No. 14, the costs of 
marketing to the automotive market by the subsidiaries of the “cartel”? companies 
expressed in cents per gallon of gasoline marketed were as follows: 


Table 140 


Marketing Cost to Automotive Market — By Company 
In Cents Per Gallon of Gasoline 


Automotive 


4.46c 
4.76 
5.07 


Weighted average cost of marketing to automotive market _____-_----------------- 5.19¢ 


Source: Gasoline Marketing Enquiry Records. 


Gasoline accounts for roughly half the total volume of products marketed 
by marketing divisions. If the costs of marketing division are allocated equally 
to all gallons of all products the per gallon costs of marketing would be approxi- 
mately half 5.19 cents, or 2.6 cents per gallon. If gasoline should bear a greater 
proportion of the cost of marketing than some other products, the cost of mar- 
keting gasoline lies somewhere between 2.6 cents per gallon and 5.19 cents per 
gallon. 

Going to the extreme of allocating all marketing division costs for all products 
to gasoline alone, Chart 83 shows the marketing division basic marketing cost 
of 5.19 cents per gallon in selling to the automotive market broken down into 
the various cost items which make it up, namely:— 


Table 141 


Breakdown of Basic Marketing Costs to Automotive Market 
In Cents Per Gallon of Gasoline 


Automotive 

(GRY ees eea PRS ge, ee ce ener aeeroee non Petec a Ponmecs on ccrceahcectcercincanc ere tame adtiane eo eroncenene receerearn 0.67¢ 
(OMA CVT IST) Soames rete ee aaa er eee ta do ciate oO cso oei de aed 0.61 
(CHMMECL ALIN) 2 mene Mn oc cee Menara rene arcanen suds cris siateticd huang ames 0.05 
(C)BRteansportationg Fe yemsrs. Coren ree ee cee et rem aoa sta) Macias Orage 0.50 
(O))) WEENIE ENO) NS) 7 cor cr onnes eonecpedtengecen dequccn omen aedeeey BoceconeceanbadubaceMBeG DoH eo Lcho macREEDCuaSeD: 1.87 
(Emad mMinisthationeSaleSaue (Chern hee reser eee accra es t liste at eBook cd aaa 1.49 

MotalemaLketnegecosteautomotivemmaLketmece: eee tertarscaeerncreeseess eer een 5.19c 


Source: Gasoline Marketing Enquiry Records. 


If you remove current expenditures for service stations, which are a cost 
of retailing, and if you remove the cost of credit cards, this eliminates almost 
2% cents per gallon from the wholesale cost of marketing gasoline to the automo- 
tive market. 

If these two items are removed as costs entering into the wholesale price of 
gasoline, this would relieve against two items of discrimination, namely— 

(a) owners of service stations would be relieved of contributing toward the 
cost of service stations owned by the oil company and operated by 
lessees; and 

(b) purchasers of gasoline who don’t use credit cards would be relieved of 
contributing toward the cost of credit cards. 


(9) Marketing Division Mark-up 

In answer to question 78, the oil companies gave us particulars of gasoline 
gallonage bought by their marketing divisions from refineries during 1965, and 
of the average price paid per gallon. 


Chapter. 31 Page 445 


CHART 83 


MARKETING DIVISION 


BASIC MARKETING EXPENSE 
AUTOMOTIVE MARKET 
ALBERTA 1965 


(ALLOCATING ALL MARKETING DIVISION COSTS 
FOR ALL PRODUCTS TO GASOLINE ALONE) 


5.19¢ 


CREDIT CARDS 
0.67¢ 


RETAIL ADVERTISING 
0.61¢ TRAINING 0.05¢ 


TRANSPORTATION 
0.50¢ 


CURRENT EXPENDITURES 
ON 
SERVICE STATIONS 


1.87¢ 


ADMINISTRATION, SALES 


AND 
ACCOUNTING 
1.49¢ 





SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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For integrated companies, the volume of actual purchases at a price, as 
compared with the volume of transfers from their own refining division, where 
no price is needed or expressed, would be relatively small. It is likely that a 
“price”, if any, on a transfer would be less than on a purchase. Judging from the 
small volumes of purchases reported by some companies in answer to question 78 
transfers or exchanges were probably not included. 


( The information provided by subsidiaries of four of the “cartel” companies 
in answer to question 78 was as follows: 


Marketing Division Purchase Price — Cents Per Gallon of Regular Gasoline 
Purchase Price 
10.40c 
10.60 
i) 
12222, 


Weightedmavera te sess eee 11.01c 





The oil company realization from sales of regular gasoline to service stations 
for the automotive market during 1965 was 


Dealer posted tanktruck price. 2.270. et 19.8c per gal. 
Deduct Federal Sales Tax ........000.0.... eee BS experseal: 
Oilgcompanyi realization ere. se ee eee » 17-9.c per’ gal. 


The difference between the oil company realization and the average “pur- 
chase” price of the marketing division represents the mark-up of the marketing 
division for sales to the automotive market 


@ilgcompanyarealizationye teeter - 17.9c per gal. 
Marketing division “purchase” price ...................... 11.01¢ per gal. 
Marketing division mark-up ...............0.cc es 6.89c per gal. 


It accordingly appears that the cost of the marketing division in marketing 
gasoline lies somewhere between 2.6 cents per gallon and 5.19 cents per gallon, 
and the average mark-up of the marketing division is approximately 6.9 cents 
per gallon. 


(10) Marketing Division, Prices 

Integrated oil companies use their marketing divisions for the sale of a 
majority of the petroleum products they produce. 

The marketing division uses posted tank truck prices in selling gasoline to 
its customers in the three basic markets for gasoline in Alberta. At each place in 
the province there are three such posted prices, one for the automotive market, 
one for the commercial and industrial market, and one for the farm market. The 
three posted prices all include the Federal Sales Tax. 


(1) Dealer Posted Tank Truck Price — this is the price at which each oil 
company posts its branded products for sale to service stations and other retail 
outlets. 


(2) Commercial Consumer Posted Tank Truck Price — this is the price at 
which the oil company posts its products for sale to commercial/industrial con- 
sumers, such as transportation and construction companies and governments. 


(3) Other Consumer Posted Tank Truck Price — this is the price at which 
the oil company posts for sale its branded products to farm consumers, etc. 

All sales to service station dealers are sold directly by the marketing division 
so no bulk agent receives a sales commission in respect of such sales. 

However, in the case of sales to farm consumers and sales to large numbers 
of smaller commercial and industrial consumers, the sales are made by a farm 
dealer or bulk agent who is compensated by a sales commission. 

The additional cost to an oil company of distributing its products through a 
bulk plant differ depending on whether it performs only the handling function 
or both the handling and sales functions. 
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Where a bulk plant is performing only the handling function, a major oil 
company calculates that the additional handling and accounting charges associated 
with distributing gasoline through the secondary or bulk plant is about 1.5 cents 
per gallon, which is called the “marketing expense differential’. 

Where a bulk plant performs both the handling and the sales functions the 
cost to the oil company increases on the average by a further 1.5 cents to ap- 
proximately 3 cents per gallon, due largely to increased commission payable to 
the agent for selling. 

The dealer posted tank truck price is a dealer price where the marketing 
division pays no sales commission. The commercial consumer posted tank truck 
price and the other consumer posted tank truck price are consumer prices, and in 
a majority of such cases, sales commissions averaging 112 cents per gallon are 
payable to the farm dealer or bulk agent making the sale. 

Accordingly, to recover this anticipated commission cost, the commercial 
consumer posted tank truck price, and the other consumer posted tank truck 
price are each 1% cents higher than the dealer posted tank truck price at any 
location in the province. 

So far as posted tank truck prices are concerned, there is also a price dif- 
ferential between posted prices at a refinery supply point such as Edmonton and 
Calgary, and the posted prices in outlying points. In the refinery supply points 
of Edmonton and Calgary, during 1965, the posted tank truck prices were as 
follows:— 


Dealer P-T:- TP OM Set Roe gn an ee 19.8 cents 
Other Gonsumer Po 0. Cian a eecemeanaeseaecaene ates eee 21.3 Cents 
Commercial/ Industrial’ Consumer’ P:T:-T-P? eae. eee 21.3 cents 


For each outlying point or zone in the province there are different posted 
tank truck prices applicable to that point or zone. At each outlying point the 
three posted prices for that point exceed the posted prices for the refinery supply 
point by:— 

(a) the cost of transporting the gasoline from the refinery supply point to 

that outside point; and 

(b) the “marketing expense differential” of 1.5 cents for handling the gaso- 

line through a bulk plant at that outside point. 

Therefore the posted tank truck prices in any outlying point are usually 
equal to the sum of three items:— 

(a) the posted tank truck price at the refinery supply point; plus 

(b) the transportation cost from the refinery to the outlying point; plus 

(c) the “marketing expense differential” of 1.5 cents. 

If competitive conditions exist at the outlying point, the Posted Tank Truck 
Prices may be slightly less than the sum of the three items. in the following 
illustration the posted price in Vermilion is equal to the sum of the three items, 
but the posted price in Camrose is less than the sum of the three items. 


Dealer Posted Tank Truck Prices at Outlying Poin 
Price Differentials 


Camrose Vermilion 
Dealer Posted Tank Truck Price — Edmonton ........ 19.8 19.8 
Transportation costs to outlying point 0.0.0.0... 0.8 Ls 
Marketing *ExpenseDifterential.. .. 2aAmh, 208.4. 0ee. 15 lp 
a F501 RP reer ee ee ES EMRE Oem 22.1 _ 22.6 
Actual Dealer Posted Tank Truck Prices 
at, Outlying Points, .prnn.arercoties reek ct cates e 21.8c 22.06 








If the marketing division makes a direct delivery by tank truck to a service 
station in an outlying point, its dealer posted price may include “marketing ex- 
pense differential” even if the cost of handling through a bulk plant is not incurred. 
It is usually in such cases that the posted price is less than the sum of the three 
items. 
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Table 142 shows Dealer Posted Tank Truck Prices for Regular gasoline at 
representative points during the period 1955-65 (including Federal Sales Tax otf 
1.9 cents). 


Dealer Tank Truck Prices at Refinery Supply Points, excluding Federal 
Sales Tax, are shown on Chart 84. Marketing Division realization excluding the 
tax is 17.9 cents per gallon in Edmonton and Calgary. 


Table 142 


Province of Alberta — Dealer Posted Tank Truck Prices* for Regular Gasoline at 
Representative Dealer Points as at December 31st — 1955-1965 (Cents Per Gallon) 


1955 1956 1957 1958 1959 1960 1961 1962 1963 1964 1965 


CIE creas ccen eee Posted 21.4 21.4 211 21.1 208 20.8 208 208 212 198 19.8 
Net 20.4 20.4 19.4 

CAMPOSG. Gite. st tees st teeeese 215) 2b) 2a clei 2d 214 24 21.4 208° 218218 

PV GINON EON ea eeseanee wees Posted 20.4 20.4 206 206 203 203 203 203 20.7 %19.8 19.8 
Net 194 19.8 19.4 





Grande Prairie DGS eee 24.80 25.5) 20.00 28.6 2209) Zoro 2.224 
Methbrid gegeesssensee 2 Posted 23.8 23.8 23.5 235 22.8 22.8 22.8 22.8 23.2 22.8 228 

Net 21.9 
IMediein esha Games. sen: 24.5 245.8 24.28) 24.2" 23,4 23.40 °23.4 5 2314 23'8 9 2313 | 23.3 
PEA CCP EDIVeI ease ee 26.8 268 266 255 246 246 246 23.7 241 23.0 23.0 
Red QD Ger Stress sc-tareetes=-t? ae PPL Ophl Oph GPA Peal PP PPA PP pal Py 75) oe 

e : 
Wermilion) pp < cesses DPe) “CRE GEO! GRO. SRO OPO! - BaP) PREP) OP) PPA PPEG) 


* These posted tank truck prices include federal sales taxes which were applicable by year as follows: 
iS : 25) 1.9 ils 


1.3 1.3 1.3 1.5 1.5 1.5 igs) 


Source: Imperial Oil Records. 


_ Most dealers are supplied by the marketing division by tank truck which 
delivers from the marketing division directly to the dealer’s storage tank. 


Service stations usually take deliveries of large volumes, up to 6,000 gallons 
per delivery, so delivery costs are at a minimum, no sales commission is payable, 
and in most cases the cost of handling through a bulk plant is not incurred. 


However, in the case of farm consumers and in the case of many commercial 
and industrial consumers, a large proportion of the total sales volume is repre- 
sented by a multitude of small customers. These small customers such as farmers, 
truckers, contractors, domestic heating accounts, buy in bulk but require limited 
volumes and have limited storage. They require smaller deliveries, such as 200 or 
300 gallons, which increases delivery costs. To serve and sell to such customers 
a bulk plant or redistribution station is required. The marketing division delivers 
large quantities of products into the bulk plant storage, and the bulk agent makes 
sales and deliveries to his farm and commercial consumers. The provision of a 
bulk plant in a community to serve the small commercial/industrial and farm 
accounts in that community means an additional investment by the oil company 
and additional operating costs. A sales commission is payable and the “marketing 
expense differential” of handling through a bulk station is incurred. 


(11) Discounts From Marketing Division Prices 


The service station dealer purchases gasoline at the “dealer posted tank 
wagon price” from which no discount is usually given. 


Farmers purchase at the “other consumer posted tank wagon price’ from 
which small discounts are frequently given. 


Commercial consumers purchase at the “commercial consumer posted tank 
wagon price” from which relatively large discounts are normally given. 


Although the cost of selling and delivering to service stations appears to be 
less, farm consumers and commercial consumers frequently purchase at discounts 
below their posted prices, whereas service station operators usually receive no 
discounts from the posted dealer prices. 
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CHART 84 


DEALER TANK-WAGON PRICE EXCLUDING TAX AT REFINERY SUPPLY POINT 


CANADIAN FUNDS -!MPERIAL GALLONS 
DECEMBER 1965 





4a 

Y 

1750" (ve 185 2 ie 

: 18.5 
201 
194 
194 
\ r of 197 

— 3 OKLA zs $ i 201 
! 214 ‘« | 204 | j_204. eg NJ 194 
ay 
| j eet eT 198 dima ae \cA N 204 = ie 
; x xX 

CANADIAN AVERAGE 1904 =| pg J sedi crs (ON i ie Vt 225 
S. AVERAGE 20.48 ee NL Ao07 ashen ee; WASH. D.C. 19.4 
7 dyer V4 W.VA. 20.7 


1.9¢ FEDERAL SALES TAX HAS BEEN DEDUCTED FROM THE CANADIAN TANK WAGON PRICE. 
U.S, FUNDS CONVERTED TO CANADIAN FUNDS ($1 U.S. = $1,085 CANADIAN). 
U.S. GALLON CONVERTED TO AN IMPERIAL GALLON. 


SOURCE: G.M.E. RECORDS 
PLATT’S OIL PRICE HANDBOOK, 1965 PRICES 


pom cee hr 
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Accordingly, in cases where farm discounts or commercial consumer dis- 
counts exceed 114 cents per gallon, these consumers are paying a smaller price per 
gallon than the service station operator who is buying for resale. 


The service station operator who buys at wholesale for resale considers he 
is discriminated against when he has to pay a higher price per gallon than farmers 
and commercial consumers who buy in smaller quantities and for their own use. 


For the service station operator to recover his costs and make a profit, he 
has to charge the motorist a considerably higher price per gallon than prices 
paid by farm consumers and commercial consumers. The differential is further 
increased by the provincial fuel oil tax which is payable by motorists. 


As a result, different customers pay different prices for regular gasoline as 
follows:— 


(a) the motorist, approximately 40 cents per gallon, 
(b) the farmer, from 14 cents to 21 cents per gallon, 
(c) the commercial consumer, from 11 cents to 21 cents per gallon. 


The above prices show the variations calculated at refinery supply points. 
At outside points the variations would be the same but prices would be propor- 
tionately higher. 


There are some large commercial and industrial consumers such as large 
road contractors, large trucking companies, governments, and other commercial 
and industrial users whose consumption of petroleum products and storage facili- 
ties are comparatively large. Such customers usually deal directly with the market- 
ing division. By dealing directly with the marketing division the cost of a sales 
commission is not incurred, and if their volume requirements and storage facilities 
are sufficiently large to permit direct deliveres by tank car or tank truck from 
the marketing division to the customer, the cost of handling through a bulk plant 
is also saved. Such savings can be passed on to the commercial or industrial con- 
sumer by way of discounts from the posted commercial consumer tank truck 
price. 

However, the service station operator who also deals directly with the 
marketing division, receives direct tank truck deliveries, and buys equally large 
annual volumes, considers that he is discriminated against when he does not 
receive similar discounts. 


Table 143 indicates that the automotive market accounted for 56% of all 
gasoline sales in Alberta during 1965, practically none of which was sold at a 
discount below the posted price. 


Forty-three percent of farm sales, on the other hand, were made at a dis- 
count below the posted price, and 73% of commercial/industrial sales were 
made at a discount below the posted price. 


Table 144 indicates that 15% of all sales were made to consumers who paid 
less than the price paid by service station operators. 
‘ Chart 85 shows the volumes sold at various discounts below the posted prices. 
In the case of sales to the farm market, the discounts ranged up to 72 cents 
below the other consumer posted tank truck prices, which is equivalent to a 
discount of 6 cents below the dealer posted tank truck price. Most sales to the 
farm market would incur the marketing expense differential of 1/2 cents per 
gallon for handling through a bulk station and the sales commission averaging 
14 cents per gallon, being approximately 3 cents of expense ordinarily not in- 
curred in a sale to a service station operator. The chart shows discounts to 
commercial/industrial consumers up to 10% cents per gallon below the com- 
mercial consumer posted tank truck price, which is equivalent to a discount of 
9 cents below the dealer posted tank truck price. The volume purchased at the 
maximum discount was relatively small, and if the purchase was made at a refinery 
supply point the price was approximately 11 cents per gallon, including Federal 
Sales Tax of 1.9 cents. Such a discount may have been given in conjunction 
with a large scale purchase of petroleum products other than gasoline. 
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At posted price 


Table 143 


Gasoline Sales — Alberta, 1965 


Automotive Sales 


Gallons 


256,680,000 
147,091,000 
54,713,000 


458,484,000 


Gallons 


At discounted; priceapiing.. . eee ee eee a a= 
256.680,000 


Farm Sales* 


At posted price or higher .............. 


At discounted price 


At posted price 


At discounted price 


* Some Off Brand sales and Husky not included. 
t+ Shell did not report all sales. 


Source: Questionnaire 9, Question 36. 
Questionnaire 17, Question 104, 105. 


Type of Market 


Automotive 
Farm 
Commercial 
Industrial 


Totals 





256,680,000 


Gallons 
80.371.000 
REUSE LN Cd DID. POEL Re OLPET EEO 61,461,000 
141.832.000 
Commercial Industrial Salest 
Gallons 
or “higher? 2th) A Sea eee 14,518.000 
eRe. Ate: CE. reat oe 39,551,000 
54,069.000 
Table 144 
Gasoline Sales — Alberta, 1965 
At or above 
Posted 
Commercial or At or above Discounted 
Posted Other Posted Below Posted 
Consumer Tank Dealer Tank Dealer Tank 
Truck Price Truck Price Truck Price 
256,680,000 == 
80,371,000 33,517,000 27,944,000 — 
14,518,000 1,619,000 37,932,000 — 
94,889,000 291,816,000 65,876,000  — 
21% 64% 15% = 











% 
100 





100% 








% 
57 
43 


“100% 




















Totals 


256,680,000 
141,832,000 


54,069,000 


452,581,000 
100% 


15% of sales to consumers are made for less than the price paid by service station operators, 
i.e. less than the Posted Dealer Tank Truck Price. 


Source: Questionnaire 9, Question 36. 
Questionnaire 17, Questions 104, 105. 
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Part 8 


CHART 85 


VOLUMES SOLD 
AT POSTED PRICES AND AT DISCOUNTED PRICES 
ALBERTA - 1965 
(THOUSANDS OF GALLONS) 


COMMERCIAL/ 
AUTOMOTIVE FARM INDUSTRIAL 





SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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Table 145 


Discounts Granted From Other Consumer Tank Truck Prices — Alberta, 1965 
(Thousands of Gallons) 











Discount 

Below 

Posted 

Dealer 
Discount Tank Truck “Cartel” “Other” Off 
c. Per Gal. Price Brands Brands Brands Total % 
Commercial 
Tank? Druck! ss... 57,971 0 22,400 80,371 56.7 
or Higher 

0-1.5 17,735 3,705 12,077 aye yen li7/ 23.6 

(Equivalent to Posted Dealer Tank Truck Price) 
1.5 - 2.5 lc 21,879 0 SZ 22,611 15.9 
D5 =1325, 2c 2,381 0 254 2,635 1.9 
3.5-4.5 3c 687 0 0 687 0.5 
4.5\= 5.5 4c 253 0 333 586 0.4 
5.5 - 6.5 Sc 971 0 0 971 0.7 
ero eS 6c 0 0 454 454 0.3 
Total Bee eee cos. eee SeLOL S77 3,705 36,250 141,832 100% 
en ee Gee ee eS 71.8% 2.6% 25.6% 


19.7% of sales to farm consumers are made for less than the price paid by service station 
operators, i.e. less than Dealer Posted Tank Truck price. > 


Source: Questionnaire 17, Question 105. 


Table 146 


Discounts Granted From Commercial Consumer Posted Tank Truck Prices — Alberta, 1965 
(Thousands of Gallons) 





Discount 

Below 

Posted 

Dealer 
Discount Tank Truck “Cartel” “Other” Off 
c. Per Gal. Price Brands Brands Brands Total % 
Commercial 
Tank °Cruckspee 12,543 328 1,647 14,518 26.9 
or Higher 

OSs aes L177 42 400 1,619 3.0 

(Equivalent to Posted Dealer Tank Truck Price) 
1:52:55 fe 3,695 33 0 3,728 6.9 
Pap NEVE 5) 2c 7,434 54 0 7,488 13.8 
3.5-4.5 3c Sel 102 0 5,829 10.8 
4.5-5.5 4c 4,487 whe) 0 4,564 8.4 
Seo=100) 5c 3,548 649 0 4,197 7.8 
65-75 6c 6,507 146 0 6,653 1233 
Tpsyoees) Tc 5.250. 95 0 bes) 9.9 
8.5 -9.5 8c 60 26 0 86 0.15 
9.5 - 10.5 9c 0 35 0 35 0.05 
Gta aaa oates ree ee 50,435 1,587 2,047 54,069 100% 
Oi ieee Sis 35k A bar atte 93.3% 2.9% 3.8% 


70.1% of sales to commercial industrial consumers are made for less than the price paid by 
service station operators, i.e. less than Dealer Posted Tank Truck price. 


Source: Questionnaire 17, Question 104. 


In theory, apart from discounts, the three posted prices of the marketing 
division should produce the same net price per gallon irrespective of whether the 
sale is to the automotive, farm, or commercial market, and irrespective of the 
place of sale. This net price to the marketing division is equal to the amount of 
the posted dealer tank wagon price at the refinery supply point. 
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This result is achieved by increasing posted prices for supplying any market 
by amounts equal to increases in marketing costs incurred to supply that market, 
which are in excess of those for supplying dealers in the vicinity of the refinery 
supply point. 

(1) The additional cost of the average sales commission of 1.5 cents, paid 
to bulk agents and farm dealers, for sales to farmers and to commercial 
and industrial consumers is recovered from the 1.5 cents differential between the 
dealer posted price and the two other posted prices which are 1.5 cents higher 
for commercial consumers and for other consumers. 


(2) The additional cost of deliveries from refinery supply points to outside 
points is recovered from the higher posted prices in outside points. 

(3) The additional cost of handling through a bulk station in an outside 
point is recovered by the addition of the “marketing expense differential” which 
forms part of the higher posted price applicable to that outside point. 

As the three additional costs of 

(a) sales commissions; and 

(b) transportation charges; and 

(c) handling charges, 
are all recovered by additions to the basic price of the marketing division at the 
refinery supply point, (which corresponds to the dealer posted tank truck price 
at that point), the net realization of the marketing division for sales to any market 
at any place should be the same, apart from discounts. 

However, due to discounts, the price realized by the marketing department 
from sales to each of the three markets differs. 

The marketing department realizes — 

(a) 19.8 cents per gallon from service station dealers which is the dealer 

osted price because there are no discounts; 

(b) 18.87 cents per gallon on the average from the farm market because 

of a small degree of discounting; and 

(c) 15.86 cents per gallon on the average from the commercial and industrial 

consumer market because of a substantial degree of discounting. 

The posted dealer prices include Federal Sales Tax of 1.9 cents per gallon. 
Excluding Sales Tax the marketing department realizes — 

(a) 17.9 cents per gallon of automotive sales, 

(b) 16.97 cents per gallon of farm sales, 

(c) 13.96 cents per gallon of commercial sales. 


Table 147 
Average Other Consumer Posted Tank Truck Price — Alberta, 1965 
OCPTT 21.3c 


Gallonage 

Price Sold 

IS) x $0,371,000 Wo $17,119,023 

19.8 x 33,517,000 = 6,636,366 

18.8 x 22,611,000 = 4,250,868 

17.8 x 2,635,000 = 469,030 

16.8 x 687,000 == 115,416 

15.8 x 586,000 = 92,588 

14.8 x 971,000 = 143,708 

13.8 x 454,000 — 62,652 
Total 141,832,000 $28,889,651 

; 28,889,651 
Average Price 741,832,000 ee OG 
Deduct increase in posted price .............::cc etree ie) 
(to cover average commission cost) 

Net to marketing division ...............0c:cceccccer eee cere eee e tenes 18.87 (including sales tax) 


16.97 (excluding sales tax) 


Source: Questionnaire 17, Question 105. 
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Table 148 
Average Commercial Consumer Posted Tank Truck Price — Alberta, 1965 
CEPT isc 


Gallonage 

Price Sold 

PS xe 14,518,000  — $3,092,334 

19.8 xe Helos ONO) 320,562 

18.8 x 33723,00029e== 700,864 

17.8 me 7,488,000 — 1,332,864 

16.8 x 5,829 000m == O79 272. 

15.8 x 4,564,000 — FPA oli 

14.8 x 4197, 000s 621,156 

13.8 x 6;653,000) fe 918,114 

12.8 Xi 5,352,000 cee 685,056 

11.8 2 86,000 — 10,148 

10.8 x 35,000" a= 3,780 
Olde e eee 54,069,000 $9.385.262 

a Pri 54,069.000 
verage Price 9,385,262 = 17.36c 

Deduct increase in posted price 15 


(to cover average commission cost) ow ’ 
Net to marketing division ..... Wee pein fa pt tae BR ae rare eer 15.86 (including sales tax) 


13.96 (excluding sales tax) 


Source: Questionnaire 17, Question 104. 
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CHAPTER 32. RETAIL PRICE OF GASOLINE 


(1) Components of Retail Price 


The retail price of gasoline is the price on the service station pump payable 
by the motorist. In December of 1965 this price was 39.9 cents per gallon in 
Edmonton and Calgary. 

We have already seen that the marketing division charged the service station 
operator the dealer posted tank truck price of 19.8 cents per gallon being — 

(a) the net realization to the oil company of 17.9 cents; and 

(b) Federal Sales Tax of 1.9 cents. 

The difference between the posted dealer tank truck price of 19.8 cents and 
the retail price of 39.9 cents is also made up of two items, namely — 

(a) the fuel oil tax or road tax payable to the province by the motorist in 

the sum of 12 cents; and 

(b) the service station operator’s mark up of 8.1 cent. 

The retail price of gasoline is accordingly made up of three component 
portions, namely — 

(a) the oil company’s portion, 

(b) the tax portion, and 

(c) the retailer’s portion. 


(2) The Tax Portion of the Retail Price 

Apart from the 17.9 cents realized by the oil company, taxes of 13.9 cents 
per gallon are the second largest component in the items making up the price of 
a gallon of gasoline. 

What these taxes amount to so far as the motorist is concerned is illustrated 
by Table 149, and Charts 88, and 89. Chart 86 shows the average mileage per 
year per registered vehicle, which is 8,046 miles for Alberta. Chart 87 shows 
the taxed motive fuel consumption per registered vehicle, which for Alberta is 
586 gallons. Table 149 shows the amounts in cents per gallon of Federal Sales 
Tax, and of Provincial Road Tax applicable to regular gasoline over the period 
from 1955 to 1965. Chart 88 shows the sum of Federal and Provincial taxes 
on gasoline in various provinces and states, which in Alberta in 1965 was 1.9 
cents per gallon Federal and 12 cents Provincial for a total of 13.9 cents per 
gallon. Chart 89 shows what these taxes amount to in dollars per registered 
vehicle, which in the case of Alberta was $82.20 per vehicle in 1965. 


CHART 86 
AVERAGE MILEAGE PER YEAR PER REGISTERED VEHICLE BY PROVINCE: 1965 


i, UAV 
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CANADIAN AVERAGE 8703 


NATIONAL PETROLEUM NEWS FACTBOOK 1967 a 


SOURCE: DOMINION BUREAU OF STATISTICS 
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CHART 87 


TAXED MOTIVE FUEL CONSUMPTION PER REGISTERED VEHICLE 


(IMPERIAL GALLONS) 
1965 
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589 
736 
668 
682 
| 7 ORLA a 607 
i : TIB- ~, 
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aN, | ¥ L_—‘726/626\ 721 \ R.L 578 
a ee 4 (LA 4 | ? 
*, 695 \ i ee VT. 754 
hae op wr 628 WASH. D.C. 846 
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CANADIAN AVERAGE 634 IMPERIAL GALLONS 
US. AVERAGE 656 IMPERIAL GALLONS 
1. U.S. GALLONS CONVERTED TO IMPERIAL GALLONS 
2. REGISTERED VEHICLES INCLUDE FARM VEHICLES WHICH DO NOT NECESSARILY 
USE TAXED FUEL 
3. SOURCE: DOMINION BUREAU OF STATISTICS 
U.S. DEPARTMENT OF COMMERCE (BUREAU OF PUBLIC ROADS) 
Part 8 
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CHART 88 


TAX ON MOTOR GASOLINE (FEDERAL AND PROVINCIAL OR STATE) 


(CENTS PER GALLON) 
DECEMBER 1965 
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ALL PRICES SHOWN ARE IN CANADIAN FUNDS 
1, U.S. FUNDS CONVERTED TO CANADIAN FUNDS ($1 U.S. = $1.085 CANADIAN) 


2. TAXES SHOWN ARE APPLICABLE TO AN IMPERIAL GALLON OF GASOLINE (U.S. GALLON CONVERTED TO AN 
IMPERIAL GALLON) 


3. SOURCE: PLATT’S OIL PRICE HANDBOOK, 1965 PRICES 
NATIONAL PETROLEUM NEWS FACTBOOK 1966 


Table 149 


Province of Alberta — Federal Sales and Provincial Road Taxes 
Regular Gasoline — 1955-1965 (Cents Per Gallon) 


1955 1956 1957 1958 1959 1960 1961 1962 1963 1964 1965 





mederalmsalesh Take te etl sy ude de Wl tee se See key alse | dvds Sco. Gle9, no) 
Alberta Road Tax ... 10.0 10.0 10.0 10.0 10.0 10.0 12.0 12.0 12.0 12.0 12.0 
HOLAl ates tie cesttcsns Lise bese eldzsy li ser Dias elds, 13:5, 1335) 18,9, 13.9. 13,9 


Note: To 1959 Federal Sales Tax was 6% of Edmonton dealer tank truck, and from 1959 
to 1963 was 7% of Edmonton dealer tank truck. From 1963 to present, Federal 
Sales Tax is 1.9c on a Canada-wide basis. 


Source: Imperial Oil Records. 
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CHART 89 


GASOLINE TAX PAID PER REGISTERED VEHICLE 


(CANADIAN FUNDS) 
1965 
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1. U.S. FUNDS CONVERTED TO CANADIAN FUNDS ($1 U.S. = $1.085 CANADIAN) 
2. FEDERAL AND PROVINCIAL OR STATE TAXES INCLUDED. 
3. SOURCE: DOMINION BUREAU OF STATISTICS 
U.S. DEPARTMENT OF COMMERCE (BUREAU OF PUBLIC ROADS) 
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(3) The Dealer’s Portion of the Retail Price 

The third largest component of the price of a gallon of gasoline is the mark up 
of the retail dealer. This mark up varies not only from community to community 
and from year to year, but also as between retail outlets operating in the same 
community. The following table shows various classifications of retail outlets and 
indicates who fixes the mark up in each classification of outlet. 


Retail Price and 


Classification of Outlets Mark up Determined By: 
Leased outlet Lessee Operator 

Owned outlet Owner Operator 
Employee operated Oil Company 
Commission Agent Oil Company 

Bulk Stations and Farm Dealers Oil Company 


Table 150 shows variations in the dealer margins between various com- 
munities in the province and from year to year. Chart 90 shows the service station 
mark up on a gallon of regular grade gasoline at various locations throughout Can- 
ada and the United States. Table 151 shows the resulting variation in retail prices 
at various communities in Alberta, and the variations in price within these com- 
munities from year to year. Chart 91 shows the retail price of regular grade gaso- 
line at various points in Canada and the United States. Chart 92 shows the four 
major components making up the price of a gallon of gasoline to the motorist 
which in December 1965 totalled 39.9c made up as follows: 











Particulars: Price: 
INCTADEICE EO OLECOMI DAN Vereen tea teircaa esa MP eee te IM ec cues 9 
1Btefaly ell ASS Re aun ON oe ey ee ee ee ee. Se re 1.9c 
PEO ViNIC(al MeL Xa ee ck A ee ce oe RE ie sia Mites nnn ees IA0c 
RO" Gere IN ets Aha) Gee: ESO ace a eereneele: fae 8 Sl OR, a Ae, 8.1¢ 
Priceror-one gallon of gasoline 2/%)....7........ Dy a, Oe ole Oe A Se 39.9c 

Table 150 


Province of Alberta — Representative Dealer Margins as at December 31st, 
Regular Gasoline — 1955-1965 (Cents Per Gallon) 


1955 1956 1957 1958 1959 1960 1961 1962 1963 1964 1965 


Galpary 25. ro 8.1 8.1 uD all 8.1 Gay “Gaye esl’ Sail 
@am4rose® &3....seeet ee Uae Tes) CES 8.3 S/O MaeRC OMG OU EES. 8 S-OMEL OWI (Oc7, 
Edmonton: game ccete eee TO Ws  W& SA Su , ON OMEN OPS OLD a Ol0 Oak 
Grande) Prairie) 7... Wh Teh SS Bahk OD BS BS ERS SPS tee) 
Methbrid Se.) sae... eames ce Ud tikes OO SHO Sail 8.1 8.1 8.1 deh kell 7.0 
Medicine’ Hats :.....2...e* TV TAD FS TS) SiO EO) 8.5 SOS OM OO 
IReaccsRiverwe.....26- ee Cee eet fe | SO EOE S <2 eS OSI 62/8 eS OOO 
Red ED cer se. Roca. Mantes: WS WSs BN TE RRS SOMO Con a ee.) 
WermilOm este Wee Toth HO HD SES RG ES aye tet 
* Commission Consignment. 

Source: Imperial Oil Records. 

Table 151 


Province of Alberta — Representative Retail Prices — Regular Gasoline — 1955-1965 
(Cents Per Gallon) 


1955 1956 1957 1958 1959 1960 1961 1962 1963 1964 1965 


Calgary) 2.3. 39,50639'5.% 39134008 40:0 S819 40.9) 238938.9 37.9 39.9 
Camrose mi rerosnmnccreeecte: 39.0 39.0 40.0 40.0 40.0 400 42.0 42.0 42.4 42.5 42.5 
Edmonton ere SRP MON eres CURIS BOK ciel ERM sey RO ep Pe ele Eee RY 
Grandes Prairicge 45.5 45.5 44.5 43.5 42.8 42.3 443 43.4 43.8 42.9 42.9 
Weth brid Se meaner AUS A415. 42,5 42,5 41.9. 40.9 42.9 42°99. 42°99 42.9 40.9 
Medici cm iiathmen i 41.5 41.5 41.5 41.5 42.1 41.9 43.9 43.9 44.4 43.9 43.9 
IReacce Riveter eae ere 43.9 43.9 446 43.4 42.8 42.9 43.9 42.9 43.9 43.9 43.9 
RedsDeer ren ser cre ct 40.0 40.0 41.0 40.5 41.0 41.0 42.9 43.0 41.9 41.9 40.9 
Wermitlionimaer en atmcrnncs 40.0 40.5 41.0 41.0 41.0 41.0 43.0 43.0 43.5 43.5 43.4 


Source: Imperial Oil Records. 
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CHART 90 


SERVICE STATION MARKUP ON A GALLON OF REGULAR GRADE GASOLINE 


CANADIAN FUNDS- IMPERIAL GALLONS 
DECEMBER 1965 
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1. U.S. FUNDS CONVERTED TO CANADIAN FUNDS ($1 U.S. = $1.085 CANADIAN) 
2. U.S. GALLON CONVERTED TO AN IMPERIAL GALLON 


3. SOURCE: G.M.E. RECORDS 
PLATT’S OIL PRICE HANDBOOK, 1965 PRICES 
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CHART 91 


RETAIL PRICE OF REGULAR GRADE GASOLINE CENTS PER GALLON 
CANADIAN FUNDS - IMPERIAL GALLONS 
DECEMBER 1965 
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U.S. GALLON CONVERTED TO AN IMPERIAL GALLON. 
U.S. FUNDS CONVERTED TO CANADIAN FUNDS ($1 U.S. = $1.085 CANADIAN) 
FEDERAL AND PROVINCIAL OR STATE TAXES INCLUDED. 


SOURCE: G.M.E. RECORDS 
PLATT’S OIL PRICE HANDBOOK 1965 PRICES 
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CHART 92 


PRICE, TAXES AND MARGIN TRENDS 


ESSO GASOLINE EDMONTON 
1955 - 1965 


CENTS PER IMPERIAL GALLON 
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CHAPTER 33. OIL INDUSTRY PRICE STRUCTURE 
(1) The Cost of Regular Gasoline 


The price structure of regular gasoline to the automotive market, is illustrated 
by the bar chart shown as Chart 93. The comparison between 1965 and 1968 is 
shown in Charts 153 and 154. 


The elements which make up the total cost to the oil company are classified 
as follows: 


(a) exploration and production costs, 
(b) refining costs, 
(c) marketing costs. 


The highly publicized risks and vast costs of exploration and production at 
3c per gallon are less than half as much per gallon as the mark-up of the marketing 
division of approximately 7c per gallon. 


Refining costs expressed in cents per gallon vary with size of refinery, how 
close it is operating to capacity, the types of crude used, the processes and equip- 
ment employed, and the product yield desired. In Alberta the cost of refining 
appears to range from less than 2c per gallon to approximately 3c per gallon. 


Marketing costs expressed in cents per gallon may vary from approximately 
2.6c to approximately 5.2c, depending on what portion of the total cost of market- 
ing all products is allocated to the marketing of gasoline. The maximum cost of 
5.2c per gallon is obtained by charging the total cost of marketing of all products 
to gasoline alone. If any part of marketing costs is charged to other products 
marketed, the marketing cost per gallon would drop below this figure. 


An item that should be a retailing cost, namely, part of the cost of providing 
excessive numbers of unnecessary service stations, accounts for 1.87 cents per 
gallon of marketing cost. This retailing cost is recovered in the wholesale price of 
gasoline as part of the marketing division mark-up of approximately 7c. This dis- 
criminates against owners who provide their own service stations by requiring them 
to help pay for oil company stations with which they compete. 


Table 152 


Oil Company Approximate Costs 
(c per gallon) 


ex phemar OMe CEE TOCUCEON tae. testis ta MMs sare see eReP coe cent ctndrosoademnrcbaeadouor ale 
MSL LUUEIN © seroma is Ee et ates bone 8: 00 MORE MADRE 65a nds ost sa cteehos onsen ters 3c 
otal costo: producing argallon’ of sasoline ey ype ony nce. op cba s.nc cnet wins 6c 


The marketing division markets gasoline and other products. Total Marketing 
cost expressed in cents per gallon — 


(a) if prorated to all gallons of all products, is approximately ................ 3c 
(b) if charged to gasoline alone, is approximately 00.00.00... mle 
(c) if expenditures on service stations are excluded, is approximately ... 3c 


Marketing Cost Marketing Cost 
Prorated to all Allocated entirely 


Products to Gasoline 
x plGrabionioc PTOCUCUION See wpictre cans era 3c 3c 
CPM S Wake te ee Lect aor he 3c She 
EVIALK ECL Cees Pern Ady Tam Masten 3c Je 
Total cost of producing and 
marketing a gallon of gasoline ...................... 9c 11c 
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COST STRUCTURE OF REGULAR GASOLINE 


TO THE AUTOMOTIVE MARKET - ALBERTA 1965 


PROVINCIAL ROAD TAX 12¢ 





FEDERAL SALES TAX 1.9¢ 


| 
15.9¢ | 
10.7¢ 
7.8¢ 
3.0¢ 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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An integrated oil company would appear to make a profit on regular gasoline: 


c per 
gallon 
(GMP Ss TeLningacvision.sclis itator More. than. gase.ch. cess. nee eee ne 6c 
(b) if its marketing division sells it for more than (prorating 
MaKe Pe COStS TOLL PLOCuCLs Miser fa ee eee fc eect ceesess 9c 
(c) if its marketing division sells it for more than (allocating 
expenditures on service stations to retailing) 000. . 9c 
(d) if its marketing division sells it for more than (charging 
total cost of marketing all products to gasoline alone and 
including expenditures on service stations.) ..00.0....0.0.00ee. auc 


Source: Gasoline Marketing Enquiry Records. 


(2) The Price of Regular Gasoline 


Table 153 
Approximate Average Prices (cents per gal.) for Regular Gasoline — Alberta 1965 
(including Federal 


Refining Division Prices Sales Tax) 
To other Integrated Oil Companies, with refineries .............000000..000... 352 
To Jobbers and Wholesalers, without refineries ....................0000000..... 14.5 


Marketing Division Prices 


Morcommercialeand sindustrialeconswmmecrsee eee eee ee. 15.86 
PL ORLATINACONSUIDIETS Ue. eRe a Aes sv ARIES, 18.87 
To service station operators ............ EE OR NON dls BLES Ue 19.8 


Service Station Price (including Provincial Fuel Oil Tax) 
PEC YR CMUSCS Me aw eter ee BR, cee ig cca uses RRR 39.9 


Source: Gasoline Marketing Enquiry Records. 


Table 154 
Prices Paid by Consumers for Regular Gasoline — Alberta 1965 


Low High Average 


Gommerctal s.cca Industrial! Bac cseies. Mee nate cnt ata LOS see eee 0 
Bat (EU xemotsicomeTuel. Olax)... wae ad. Mewes stereo 13 Sed Or: 
IMAL A SU DGC tO se Cl Oil LAX) cre. .e ce 2a ne Bree taseees M-ewene Zobeeoore 30.8) 
INMIOLORISTS aia Beer.) Saw cetssce ih cat ea nee. ae. bibetnEat ihre « dled — — 39.9 


(These are prices paid at refinery supply points such as Edmonton and Calgary. 
Prices are higher at outside points, although the range from low to high would 
be similar.) 


Source: Gasoline Marketing Enquiry Records. 
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CHART 94 


PRICE OF REGULAR GASOLINE 


CENTS PER GALLON ALBERTA 1965 


(INCLUDING FEDERAL SALEX TAX) 
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39.9¢ 
17.9¢ 
15.9¢ 
10 7¢q 
3.0¢ 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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Price Leadership 


The marketing of gasoline in Alberta is dominated by the subsidiaries of 
four gigantic international oil companies. These companies avoid price competi- 
tion and price wars which they do not consider to be in their best interests. Be- 
cause of the system of “tied” outlets each company has a chain of outlets to 
which it has the exclusive right to sell, and no company can attract service stations 
from another by inducements in price. Accordingly, a reduction in posted prices 
can’t increase volume by attracting more service stations to purchase, it would 
simply decrease profits. 

In all of our checking we have never found a single instance of a subsidiary 
of one of the “cartel” companies commencing a price war by reducing its posted 
prices. 

At the same time, the oil companies are extremely conscious of the Canadian 
Combines Laws; and their marketing personnel take painstaking care not to agree 
on prices or to engage in discussions with competitors relating to price, or to do 
anything which will have the appearance of lessening competition. 


Nevertheless, in our opinion there is no price competition between the major 
integrated oil companies in sales to service stations, and historically, their posted 
prices have almost always been identical. There is vigorous competition for gaso- 
line volume using every available means except price. 


Imperial Oil Limited is the largest of the “cartel” subsidiaries operating in 
Canada and it has the greatest ability to compete if price competition develops. 
Imperial is the acknowledged price leader in the industry. As price leader, we 
consider Imperial has acted responsibly, taking into account public as well as 
private considerations, in an appropriate manner for a good corporate citizen. 


If Imperial makes any change in its posted prices, the other integrated com- 
panies are quick to follow. 


Upon rare occasions another company may have taken the lead in posting 
a price change. If Imperial followed this lead, the price change would be generally 
adopted, but if Imperial failed to follow the lead the change in posted prices 
would normally be abandoned. 


As a general rule, at all times, the subsidiaries of the four “cartel” companies 
marketing in Alberta have identical posted prices. 


Price to Service Stations 


The subsidiaries of the “cartel” companies sell their brand name gasoline to 
their brand name service stations at the prevailing posted prices, irrespective of 
whether such service stations are operated by their owners or by company lessees. 
Accordingly, all service station operators, other than off-brand outlets, buy their 
gasoline at a uniform price, irrespective of the volume of their purchases. The 
service station operator is “tied” and the oil company obtains all of his gasoline 
volume, whatever it might be, without the necessity of offering him any discount 
in price. 

Price to Commercial and Industrial Consumers 

Unlike the service station operator who is “tied”, the commercial or indus- 
trial consumer is free to purchase from any oil company he chooses, and his choice 
is certainly influenced by price. Accordingly, there appears to be keen price com- 
petition between oil companies, which sell at discounts below their commercial 
consumer posted tank truck prices, in order to acquire the volume available from 
commercial and industrial consumers. The volume of a purchase, and the econo- 
mies of direct tank truck delivery, are no doubt considered in granting a discount 
to a commercial consumer. 

However, many service stations which receive no discount buy larger an- 
nual volumes than commercial consumers who enjoy a large discount. The econ- 
omies of direct tank truck delivery are just as available in the case of a service 
station as in the case of a commercial consumer. 

The only apparent difference is that the service station is “tied” and has to 
buy from the oil company whether or not a discount is offered, whereas the com- 
mercial consumer is free to buy from the company that offers the cheapest price. 
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(3) Discounts to Commercial Consumers 


In respect of discounts to commercial consumers we have studied hundreds 
of individual transactions. 


We can discover no apparent relationship between volume bought and 
price paid, either in the industry as a whole or in any individual company. 


A low volume sale and a high volume sale may each be at the same price 
and discount. For instance, one oil company sold 3,200 gallons to a manufacturing 
company, and 196,000 gallons to a construction company, both at a discount of 
5¥2c per gallon. 


One sale at a low volume may receive a small discount and another sale 
of the same volume in the same month may receive a large discount. For instance, 
one oil company sold 800 gallons to a contractor at a discount of only Ic per 
gallon, but in the same week sold 800 gallons to a delivery fleet at a discount 
of 8.49c per gallon. 


One sale of a large volume may receive a large discount and another sale of 
the same volume in the same month may be at a small discount. For instance, 
one oil company sold 7,000 gallons to a transport company at a discount of 5.1c 
per gallon, while a construction company which bought 7,000 gallons at the same 
time only got a discount of 7/10 of a cent per gallon. 


We could find no relationship between times or seasons and discounts. In 
other words, all the high discounts did not appear to relate to any time or season. 
At any given time, for comparable sales volumes, there appeared to be both high 
discounts and low discounts. 


The Committee discussed gasoline pricing with a man who had extensive 
experience in the oil business, both in the marketing division of a major inte- 
grated oil company and as an off-brander. He expressed the view that there 
was “no rhyme or reason to the discounts offered from commercial consumer 
tank truck price”. He gave examples from his experience when he had a voice 
in determining such discounts. 


In one case, a major integrated oil company was supplying diesel fuel to 
a drilling contractor in Alberta at a discount of x cents per gallon below the 
posted price. The conditions of the sale were that the drilling contractor pro- 
vided his own storage and he picked up the fuel at the refinery and paid for the 
transportation of it to the drilling site. 


A competitor obtained a copy of a sales slip showing the discounted price 
but not the conditions of the sale. The competitor offered the drilling contractor 
a price discounted a further 2c per gallon below his existing discount, and in 
addition, the oil company offered to bear the costs of transportation to the drilling 
site. Other drilling contractors in the area soon became aware of the new price 
and asked for and obtained, diesel at the same price and conditions, which was 
far below prevailing prices for diesel throughout most of the rest of the Province. 
The offer of the second company was made in the mistaken assumption that the 
first company was also paying for transportation to the drilling site. 


He expressed the view that commercial discounts are frequently established 
by accidents of this sort. He very strongly expressed the view that there was no 
justification for the large differential between the high prices paid by service 
stations and the heavily discounted prices offered to commercial consumers. He 
believes that the service station pays too much, and that contractors, department 
stores, and other commercial consumers pay too little, and that in effect, the 
motorist who buys from a service station is subsidizing the commercial consumer. 


Professor Barna of The Monopolies Commission in Great Britain stated: 


“The prices charged to the retailer and the various benefits given to him by Sup- 
pliers, are essentially discriminatory and are in no way related to costs of distribu- 
tion. In the first place, a distinction is made between commercial customers and 
retail customers which is not based on economic criteria. Commercial customers 
enjoy certain advantages over retailers which are not related to quantities purchased.” 
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Table 155 indicates discount ranges and in each range it shows the classifica- 
tion of the customer and the volume purchased by each customer in transactions 
selected at random from various companies. 


Table 155 
Commercial and Industrial Consumers’ Discounts — Alberta, 1965 


Average 
Posted Net Reali- Net Reali- 
Classification Price zation zation 
Discount or Description Volume for Place Price by Oil by Oil 
Range of Purchaser (in Gals.) of Delivery Paid Company Company 
up to 1%¢ Lumber 1,000 2133 20.50 17.52 
Lumber 3,000 21.3 20.70 17.72 
Transport 3,900 21.5 20.0 17.6 
Construction 12,900 22.1 20.6 ay gel 
Driller 1,000 23.8 22.4 20.5 
Trucker 2,000 24.2 23.2 21.3 17.84 
Contractor 500 23.6 22.6 18.44 
Construction 3,850 21.3 20.3 17.8 
Contractor 94 24.9 23.9 18.32 
Transport 1,300 21.3 20.7 18.80 
1%¢ to 24%¢ County 2,000 21.29 18.89 14.91 
Trucker 7,000 24.6 23.10 16.53 
Manufacturing 17,700 PAs) 19.0 16.6 
Construction 29,700 210 19.0 16.1 
Trucker 2,000 21.3 19.3 17.4 16.56 
Miner 3,000 23.8 21,5 19.6 
Government 90 21.9 aleve 14.8 
Equiper 3,050 Za 19.30 16.8 
Lumber 100 24.4 22.4 18.73 
Contractor 4,750 24.7 22.5 17.53 
2%¢ to 3%¢ Construction 1,000 21.3 18.50 15.52 
Construction 5,000 24.3 21.60 18.02 
Railway 2,200 21.5 18.0 15.6 
Transport 41,300 21.5 18.0 15.6 
Trucker 1,000 21.3 aly As) 15.6 16.02 
Trucker 10,000 21.3 18.2 16.3 
Driller 450 22.4 18.9 14.85 
Trucker 4,200 24.1 20.6 15,97 
Miner 868 24.9 21.9 16.32 
Government 17,800 23.6 20.6 16.42 
38%¢ to 4%¢ Wholesaler 1,000 21.3 17.36 14.27 
Trucker 11,000 21.3 17.20 13.29 
Railway 2,200 21.5 18.0 15.6 
Transport 41,300 21.5 18.0 1556 
Trucker 1,000 21.3 ally 23 15.6 LS Ae 
Trucker 4,000 21.3 leery 15.8 
Contractor 500 21.3 ED 14.8 
Laundry 3,700 21.3 17.65 15115 
Lumber 300 25.0 21.0 15.95 
Transport 4,340 2153 17.05 15.15 
4%¢ to 5%¢ Manufacturer 1,000 PRE} 16.14 13.07 
Transport 7,090 21.3 16 20 13.22 
Taxi 7,000 21.5 17.0 14.6 
Transport 98,100 21.5 17.0 14.6 
Government 1,000 24.4 19.7 17.8 14.44 
Government 12,000 21.3 15.8 13°9 
Contractor 445 21.3 16.29 13.79 
Contractor 5,695 21.3 16.30 13.10 
Transport 820 ZA3 16.03 14.13 
Builder 9,242 21.3 16.8 14.90 
5¥%¢ to 64¢ Manufacturer 1,000 24.0 18.40 15.40 
Government 8,000 24.3 18 60 12 87 
Manufacturer 3,209 21.5 16.0 13.6 
Construction 195,000 Zo 16.0 ASL 
Trucker 1,000 21.3 15.2 13.3 13.09 
Trucker 10,000 21.3 15.6 13.7 
Trucker 500 21.3 15.4 12,59 
Contractor 7,150 21:3 14.98 11.50 
Transport 1,100 21.3 15.35 13.45 
Contractor 5,212 21.3 15.3 13.40 
6%¢ to TK¢ Trucker 6,000 23.3 16.10 13.11 
Trucker 18,000 23.3 16.10 13.09 
Transport 24,000 Pa ete) 15.0 12.6 
Construction 26,709 21.5 15.0 ADE 12.21 
Contractor 1,000 21.3 14.7 12.8 
Government 6,000 21.3 13.9 12.0 
Contractor 9,650 21.3 14.35 11.64 
Manufacturer 1,800 VoL 14.3 12.40 
Builder 38,700 21:3 14.3 12.40 
T¢ to 8¥%¢ Government 2,000 25.0 17.05 13.96 
Construction 6,100 21.5 14.0 ala ibsl 
Taxi 6,100 21.5 13.5 wa bh 
Transport 16,300 21.5 14.0 11.6 
Store 2,000 21.3 13.4 ails Ee) 11.20 
Government 12,000 21.3 13.4 11.5 
Government 1,200 21.3 13.33 11.03 
Government 115,320 21.3 13.33 11.03 
Trucker 5,700 21.3 13.13 10.39 
Supplier 17,100 21.3 13.62 11.72 


Source: Questionnaire 21, Question 118. 
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Attempts are sometimes made to explain discounts to commercial consumers 
by speaking of refining economies. In considering costs of refining it was con- 
cluded that there are economies of scale. The larger the refinery, the lower is the 
capital investment and the lower is the fixed cost per gallon of refining. 


However, this is an economic factor which is taken into consideration before 
refineries are built in an area. Refineries are built in an area to meet the market 
demand of that area, and once they are built, the scale or size of the refinery on 
which fixed costs per barrel of refining are based is a question of fact which cannot 
be varied when fixing current prices or discounts. The economies of scale should 
be shared by the motorist and by all others whose purchases make possible a re- 
finery of that scale. 


In considering discounting, the incremental refining cost of producing incre- 
mental gallons is small, being mostly the additional variable costs. The variable 
costs for refineries of the approximate size of those in Alberta range from 8c to 
llc per barrel, which is roughly from “%4c to Yc per gallon. 


However, refining is only one element of the oil company’s cost and this 
must be kept in perspective. It is a smaller element than the price of crude oil, and 
both are smaller than the cost of marketing. 


The total cost of refining is only approximately 3c out of the commercial 
posted price of 21.3c and discounts to commercial consumers range up to 10c per 
gallon. 


No matter what savings can be effected in the cost of refining by economies 
of scale or for incremental gallons, the price discounts granted to commercial cus- 
tomers range up to three times the total cost of refining. Discounts granted are 
far from being accounted for by economies in refining alone. 


So far as economies of marketing are concerned, the oil company saves ap- 
proximately 3c per gallon when it sells directly to a large commercial consumer 
with large storage, by eliminating the marketing expense differential of handling 
through bulk storage and by eliminating the commission payable to a bulk agent. 


However, the oil company enjoys the same economies in selling to its dealers, 
the tied service stations, who are also served by direct tank truck deliveries and 
who also have their own storage. 


In the opinion of the Committee, the price structure would be fairer if the 
dealer posted price, on the one hand, was 3c per gallon lower than the two con- 
sumer posted prices on the other hand, namely—for farm consumers, and for com- 
mercial and industrial consumers. This could be accomplished at least in part, by 
lowering the dealer posted prices. 


For those commercial and industrial consumers who directly purchase large 
volumes and have large storage, discounts could be granted as at present to reflect 
the savings in marketing cost by elimination of handling through bulk storage and 
commissions. 


(4) Brand & Off-Brand Pricing 


The fully integrated oil company produces, refines and markets. 

Its own production of crude oil is supplemented by the production of inde- 
pendent producers which is purchased by its refining division. 

An integrated oil company may dispose of its refined products in two ways: 


(a) a majority is transferred to its marketing division which sells products 
under its brand name. 


(b) A small percentage is sold by its refining division to wholesalers who 
do not use the integrated company’s brand name. 


The marketing division selling brand name products sells to the three markets 

(a) automotive, through brand name retail outlets; 

(b) farm, through brand name bulk outlets; 

(c) commercial and industrial, through brand name bulk outlets or direct 
from the marketing division. 
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The off-brand wholesaler may also sell to one or more of the three markets 
through off-brand outlets. 


This is illustrated by Chart 95 which shows the two points of sale for inte- 
grated companies and the percentages of refined products disposed of by each 
method. 


The off-brand wholesaler and the off-brand outlets to which it sells perform 
the functions of a marketing division and of the brand name retail outlets sup- 
plied by the marketing division. 


Some off-brand wholesalers are very small. They may supply as few as one 
or two retail outlets and their annual purchases may be less than that of a single 
brand name service station. 


The off-brander is frequently thought of as performing the retail function only, 
particularly where the wholesaling and the retailing are performed by the same 
company. For instance, the department stores, such as Woodward’s and Simpsons- 
Sears, are off-brand wholesalers who supply their own retail outlets at their various 
department stores or shopping centre locations. 


However, whether the off-brander is small or large 


(a) he doesn’t acquire any of the advantages associated with the integrated 
company’s brand name, 


(b) he purchases from the refining division, and the integrated company 
does not incur any expense in its marketing division in respect of his 
purchases. 


Gasoline purchased off-brand from a refining division 
(a) must bear its own wholesaling cost; and 


(b) must bear its own retailing cost. 


The refining division of an integrated oil company transfers gasoline to its 
own marketing division and sells, transfers, or exchanges gasoline with other inte- 
grated oil companies with refineries at a lower price per gallon than it will sell to 
off-brand jobbers or wholesalers. 


The off-brand retailer who wishes to attract customers is not competitive on 
the basis of a nationally advertised brand name, or a nationally acceptable credit 
card and his only practical approach is to compete by offering a lower price than 
the brand name retailer. 


The off-brander, accordingly, operates in the narrow limits between the higher 
wholesale price he has to pay and the lower retail price he has to offer, as com- 
pared with the integrated oil company from whom he has to purchase his products 
and with whom he has to compete. 


As the off-brander has a smaller range between his wholesale price and his 
retail price than does the integrated oil company, he can only exist so long as his 
combined costs of wholesaling and retailing are well below those of the integrated 
oil company. 


The higher the retail margin of brand name service stations becomes, the more 
scope the off-brander has to operate. If brand name dealers raised their retail 
prices this gives more margin to off-brand retailers which enables them to com- 
pete more effectively in price. The risk of off-brand competition inhibits brand 
name dealers from increasing their prices and margins. 
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Table 156 


Comparison of Marketing Mark-up — Brand Names with Off-Brand, Regular Gasoline — 
Alberta, 1965 


The off-brander sells at a lower price 
Price sold 
in c. per gal. by: 


Brand name retail outlets ............ ts tee 2399 
Off-brandsretalwoutletswene eer camer ce dt ieee. 37.9 
Difference sine price sreceived) 02,..¥ os... A O06 


The off-brander buys at a higher price 














Price paid Transfers 
in c. per gal. by: Purchases Exchanges 
©ffebrandawholesalersse: a. ite ety 8 ee ee eer ey 145 (14.5) 
Marketing divisions of integrated companies .............. ener seenl 37.0, 12.6 
Ditievence Mumprice received Wai .6 4G Al 1.3c 1.9¢ 
Brand margin exceeds off-brand margin 

Of brandscostesehighe rae neetilt ests Bo. meres tee den Paes 13 1.9 
OTE Dea ICS el Se lOW CT cree 968 Ae ch Shain cee cesvids Prvonitsesd-ofacorwnidova Masse 2.0 2.0 
Off-prandrmanginsis less: bys eieel). een ad..6 nk 3c 3.9¢ 


Brand Name Mark-up — Regular Gasoline — Automotive Market — Alberta, 1965 


Transfers 

Purchases Exchanges 
Marketinga ivisionasellss(PsDieiLe hae ee 19.8 (19.8) 
Blarketing sDivision: acquires ©, 0.0... Bs Aes ic cusccescceceesesccesedbeses 13a 12.6 
MM ArReting BUIVisIOnG Mark-p ieee Ro cities. iocsaidensuoaesecod sac 6.6 72 
Marketing BDIvistOm” Marky ccc ore. Sisnass ooesssecteaechessiscdiuscectsee ones 6.6 72 
Retail Service Station Mark-up: citi Qo. ccccscecsecssvedscsssoaheesvorsssssdveseseses cites 8. 8.1 

Brand Mark-up (Marketing Division and Retail) .0..0.000000cccccccc. 14.7c Syshe 


| 
| 


Source: Gasoline Marketing Enquiry Records. 


The integrated company refining division supplies 


(a) the integrated company marketing division; and 
(b) the off-brand wholesaler. 


The off-brand wholesaler: 
(a) pays more for gasoline to the integrated company refining division than 
is paid by the marketing division of the integrated company; 
(b) competes for retail outlets with price; and 


(c) must sell to retailers for less than the brand name marketing division 
sells to its retailers. 


The off-brand retailer: 


(a) pays less for gasoline than the brand retailer pays; 

(b) competes for customers with price; 

(c) charges the motorist less than the brand retailer. 

The off-brander pays more for his gasoline at wholesale and receives less 
when he sells it at retail than does the marketing division and brand retail outlets 
of the integrated company with which he competes. Off-brand wholesalers and 


off-brand retailers exist on the narrow differential that integrated companies allow 
between 


(a) the price paid to the refining division of the integrated company for off- 
brand gasoline; and 


(b) the lower price that will attract some motorists to buy off-brand gasoline. 
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CHART 96 


COMPARISON OF MARKETING MARK-UP 


BRAND NAME WITH OFF BRAND 
REGULAR GASOLINE - ALBERTA 1965 


BRAND NAME 
(INTEGRATED COMPANY) OFF BRAND 


SELLING PRICE 











2¢ (Approx.) 
SELLING PRICE 


8.1¢ 
BRAND 
RETAIL 


12¢ 


OFF BRAND 





15¢ 12¢ 
RETAIL 
7.2¢ MARK-UP MARK-UP 
AND 
(Approx.) (Approx.) 
WHOLESALE 
BRAND 
MARKETING 
DIVISION 
BUYING PRICE 1¢(Approx.) 
BUYING PRICE 


The OFF BRANDER: (a) Buys at a higher price. 
(b) Sells at a lower price. 
(c) Operates on a smaller margin. 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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This differential can be narrowed 

(a) if the refining division of the integrated company increases its price to 

the off-brand wholesaler; and 

(b) if brand-name retailers lower their retail price. 

The off-brand retailer who has to sell his gasoline for a lower price to attract 
customers, has the same costs as the brand-name retail outlet, and requires the 
same mark-up. 

Accordingly, the off-brand wholesaler must sell for less than the marketing 
division of the integrated company, while at the same time he pays a higher price 
than does the marketing division of the integrated company. 

This is illustrated by Chart 97, where it appears that the off-brand whole- 
salers mark-up is 3.9c as compared to the integrated companies marketing division 
mark-up of 6.9c. 

In such circumstances the off-brand wholesaler is particularly vulnerable in 
a price war with an integrated company. A price decrease of 3.9c would entirely 
eliminate the off-brander’s wholesale mark-up, and would still leave a 3c mark-up 
to the integrated company’s marketing division which is relatively close to its 
actual cost of marketing. 

Accordingly, the off-brander who wishes to remain in business doesn’t permit 
a retail price differential in excess of that tolerated by the major brand name in- 
tegrated oil companies. The generally accepted differential appears to be 2c per 
gallon and it is rare that an off-brander will drop his prices more than 2c below 
the integrated brand retail price in his community. 


CHART 97 


OFF BRANDS 
LIMITED ABILITY TO COMPETE 


OFF BRAND BRAND NAME 
GASOLINE GASOLINE 
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24,0¢ TOT AL TOTAL 26.0¢ 


Wholesale Mark-up 


Oli-brand wholesaler gssimerie enter rl lye oe ee wire ai 
Integrated Company Marketing Division bas on. eben 6.9 











A price reduction of less than 4c, which could eliminate the off-brand whole- 
saler’s mark-up, could readily be absorbed by the integrated company. 

The integrated company can reduce the off-brand wholesaler’s margin by in- 
creasing the negotiated price charged by its refining division to the off-brander for 
his gasoline. 

Source: Gasoline Marketing Enquiry Records. 
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A subsidiary of one of the “cartel’’ companies stated that a price differential 
of from lc to 2c per gallon would attract from 10% to 15% of the automotive 
market in a community to the cheaper priced outlets. 


When the off-brander is small, his wholesaling costs are lower than those 
of the integrated company and he can compete in retail price. As the off-brander 
increases in size, his wholesaling costs rise and become more comparable to the 
costs of the marketing division of an integrated company. However, as the off- 
brander has three or more cents less margin between his wholesale cost and re- 
tail price than the margin of the integrated company, the off-brander can’t build 
or finance chains of service stations comparable to those built by the marketing 
divisions of integrated companies as part of their wholesaling costs. 


(5) Premium Gasoline Price Differential 


Generally two grades of gasoline are sold to the automotive market, namely 
— premium, and regular. In 1965 approximately twice as much regular was 
sold as compared with premium, and premium accounted for approximately one- 
third of the total volume of the automotive gasoline market in Alberta. 


Table 157 
Sales of Premium and Regular Gasoline — Alberta, 1965 
Sales of Sales of Total Sales 
Premium Regular - of 

Gasoline Gasoline Gasoline 
“Cartel” Brand etches. et ees eee 75,184,000 147,176,000 222,360,000 
Total all Brands <2...qc.0densees ue) eB oUG 164,454,000 244,417,000 
% Premium % Regular 

Sales Sales 

 G@artel: » brand anes aoe ic en eee ; 33.8% 66.2% 

Weighted Average, all Se PRR RRA NITE Rs ES RE = a2.) Ye 67.3% 


Source: Gasoline Marketing Enquiry Records. 


In the October 1968 issue of the publication “Consumer Reports” an 
article entitled “Buying Gasoline” reads in part as follows: 


“Car owners are still encouraged to buy ‘premium’ rather than ‘regular’ when in 
doubt — a doubt that the industry itself perpetuates by not giving the buyer the 
necessary information to help him decide what his car needs . . . When we wrote 
about gasolines in 1962 and in 1963, we said that buying a higher-octane gas than 
your car’s engine requires is a waste of money. The advice still stands. And the 
results of this year’s price/octane survey suggest again that buying the lowest- 
priced gasoline that meets your car’s octane requirements will save you money 
without significant cost in performance . .. As sources of energy, too, most brands 
of gasoline of the same designation — ‘regular’ or ‘premium’ — are very similar. 
They may differ considerably in chemical composition but little in effect. So once 
you've hit upon the right octane value for your car, additional octanes per se 
give you no additional power or performance; and other brands of similar octane 
value will satisfy about as well.” 


In general, at the retail pumps, the price of premium gasoline is 5c per gallon 
above the price of regular gasoline. When the service station operator buys gaso- 
line from a marketing division of an oil company, he pays Sc per gallon more for 
premium than for regular. 

The Royal Commission on gasoline price structure in British Columbia found 
the same thing, namely — that 

“The differential in the dealer posted tankwagon price to dealers between premium 
and regular gasoline was Sc in 1963.” 


The following quotations are extracted from the B.C. Report, pages 124 and 
B25% 


“The major oil companies would prefer to sell premium gasoline rather than regular 
gasoline because of the higher revenue which they would receive from such sales.” 
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“One of the questions sent to the oil companies who operate refineries was: 
‘What was the incremental cost of producing premium gasoline as against 
regular gasoline?’ 
Only one company attempted to answer this question. According to a calculation 
made by this company, the incremental cost saved if only one grade of gasoline 
were produced would be in the neighborhood of 114c a gallon.” 


“There is a reference in the Note of Dissent by Professor T. Barna (United Kingdom 
Monopolies Commission, Report on Petrol) to the difference in the cost of produc- 
tion of premium gasoline over regular gasoline. He considered that, based on the 
evidence of Mobil, the cost differential was only 144d. a gallon.” 


“T am of the opinion that the Sc differential between premium and regular gasoline 
is not justified. [ believe the tankwagon price of premium gasoline should be dropped 
2c and I recommend this be done, without any offsetting price adjustments being 
made by the oil companies.” 


In looking at gasoline acquired by the marketing divisions of various oil 
companies by transfer, exchange, etc., either from the refining division of their 
own company or from the refining divisions of other companies we found sales of 
regular and of premium at very slight differences in price. 


In some cases we found premium and regular were sold or exchanged at the 
same price. For instance, in one transaction between two companies the premium 
was disposed of at 11.39c per gallon and the regular was also disposed of at 
11.39c per gallon. 


In another case involving two companies premium and regular were both 
priced at 11.40c per gallon. In another case involving two companies premium 
and regular were both priced at 12.70c per gallon. 


in other instances there were dispositions from a refining division to a 
marketing division where the premium was priced at slightly less than the regular 
gasoline. For instance, in one disposition, the premium was priced at 11.71lc per 
gallon, whereas the regular was priced at 11.81c per gallon. In another case, prem- 
ium was priced at 11.85c per gallon and regular was priced at 11.89c per gallon. 
In another case the premium was priced at 11.49c per gallon and the regular was 
priced at 11.51c per gallon. In another transaction, the premium was priced at 
11.52c per gallon and the regular was priced at 11.56c per gallon. 


There were other transactions between refining divisions and marketing 
divisions where premium was transferred at a higher price than regular. For in- 
stance there were transactions between different companies where the price for pre- 
mium exceeded that of regular by differentials such as 2.44c, 2.49c, 2.64c, 2.87c. 


Such evidence as has been obtained by the Gasoline Marketing Enquiry Com- 
mittee of Alberta leads us to agree with the finding of Judge Morrow in B.C. that 
the differential in cost between premium and regular is considerably less than the 
5c differential in price which marketing divisions charge to service station opera- 
tors. 


The following quotation is taken from the report of The Monopolies Com- 
mission on the supply of petrol to retailers in the United Kingdom — 


“whereas the difference in the buying price of retailers between premium and 
standard grades was 4d. a gallon at the beginning of 1965, the difference in costs 
of production was only 11/4 d. The additional 2 3/4d. profit which the supplier 
obtained was, of course, substantial in relation to wholesale prices.” 


So far as the service station operator is concerned, it seems clear that if there 
is a 5c differential in his cost, then it is reasonable’ that there should be a similar 
differential in his resale price to the motorist. 

So far as the oil company is concerned, if the cost of premium gasoline is 
very close to the cost of regular gasoline, the oil company, by selling the premium 
to service stations at a considerably higher price, will obtain a larger profit than 
it does on regular. 

The higher price for premium does not benefit the service station or the 
off-brander who both have higher purchase costs for premium, but it increases 
the profits of the “cartel” companies which own the refineries and produce the 
premium gasoline. 
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(6) Impact of Price Changes 


Motorist Dealers Oil Company 
Cost Share Share 
One gal. 40 .08 .20 
Average purchase of 7 gals. 2.80 56 1.40 
Average annual 
purchase of 586 gals. 
for one vehicle = $234.40 = $46.88 == $117.20 
“Cartel” Brand 
Dealer Companies 
100,000 gals. 222,750,000 gals. 
Annual Sales @ .08 20 
in Dollars = $8,000.00 = $44,550,000.00 
If motorist If dealer If Oil companies 
pays increase obtains increase obtain increase 
Effect of 586 gals. 100,000 gals. 222,750,000 gals. 
.O1 per gal. @ .0Ol @ Ol O1 
increase == 0266 = $1,000.00 = $2,227,500.00 
in price per year per year per year 
If consumer price increases 1¢ per gal. 
motorist pays $5.86 more per year 
If dealer mark-up increases 1¢ per gal. 
dealer receives $1,000.00 more per year 
If “Cartel” Brand companies 
increase posted T.W. prices 1¢ per gal. 
“Cartel” companies receive $2,227,500.00 more per year 


Dealers and the companies are more interested in price changes than 
the motorist because the impact is greater. There is a conflict of interest between 
oil companies and operators as to who will obtain any price increase. 


If dealers increase retail price 1¢ per gal. 

and oil companies do not in- 

crease posted D.T.W. prices, 

Dealer receives $1,000.00 more per year 
If “Cartel” brand companies 

increase posted D.T.W. prices, 1¢ per gal. 

and can persuade their dealers to 

continue selling to motorists at 

the same retail price, “Cartel” 

Brand companies receive $2,227,500.00 more per year 

The gasoline dollars paid by customers are shared by the oil company and its 

dealers. 

The integrated oil company has more scope to increase its prices and profits 

if its brand name dealers keep their mark-ups at a minimum. 

Assuming the price to the customer remains the same:— 

(a) if dealers were not “tied” and had bargaining power, it would be in their 
economic interest to bargain for a lower price from the oil company, to 
increase the dealer’s profit; 

(b) it is in the oil company’s economic interest to force down the retailer’s 
mark-up, which leaves room for the oil company to increase its posted 
T.W. prices to its dealers. 

The subsidiaries of four “Cartel” companies, in Alberta alone, make 

$2,227,500.00 for each cent per gallon of the customer’s money which they can 
obtain instead of their retailers. 
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It is this economic fact which must account in part for some of the strange 
behavior of oil companies and the economic slavery of the retail dealer. This 
powerful motive explains and is consistent with:— 

(a) the web of ties which bind the operator, making it impossible for him to 
purchase from another oil company, and therefore equally impossible for 
him to bargain for a lower price from the oil company to which he is tied; 

(b) the lack of competitive pressure on the uniform posted price adopted by 
the oil companies, because “tied” volume cannot switch to take advan- 
tage of a price differential if there was one; 

(c) oil company encouragement of price competition between retail dealers 
which keeps their profits at a minimum, enabling the oil company to ob- 
tain the maximum proportion of the customer’s dollars; 

(d) the minimum subsistence level of the dealer’s earnings, which still further 
weakens his ability to bargain with the oil company, and isn’t attractive 
enough economically to encourage the entry of owned outlets, which are 
not tied and would have bargaining power. 


(7) The Price Squeeze on the Service Station Operator 

The integrated oil industry makes no profit on any of its divisions until its pro- 
duction is sold to a purchaser. The purchaser of automotive gasoline from the oil 
companies is the service station operator. The sale price to the service station opera- 
tor determines the oil company’s profit for all of its divisions—exploration, produc- 
tion, refining, transportation, and marketing. 

Of the long list of products produced from crude oil, how important are the 
gasolines? 

In North America gasoline has been the mainstay of the profit structure of the 
oil industry. There is no competitive fuel for the millions of automobiles and trucks 
upon which we depend for transportation. 

In Alberta, the importance of gasolines in refinery output and realization is 
shown in Table 158. 


Table 158. 


REFINERY OUTPUT & REALIZATION 
Alberta, 1965 








Percent of Percent of Total Realization 
Total Refinery Refinery Dollar Per Gallon 
Output Realization of Product 
Gasoline sme eee te 52% 59% 19.71¢ 
IMicdcileme Stl lates meee eens 35% 36% 14.55¢ 
(Qfiyse AD ROVE WS) eee eee 13% 5% 5.71¢ 
TOTAL RY. 8 Viet rit taliere © bal 100% 100% 


Source: Questionnaire 18, Question 108. 


The output of the refineries in Alberta is divided into three classifications of 
products, namely—gasolines, middle distillates, and other products. Gasolines 
account for 52% of the total, middle distillates 35% and all other products 13%. 
This corresponds roughly with United States production of refined petroleum pro- 
ducts illustrated in Chart 75. 

Of the three classes of products, gasolines realize the highest price per gallon, 
19.71¢, as compared with middle distillates at 14.55¢ and other products at 5.71¢. 

The gasolines account for the greatest percentage of dollar realization, being 
59%, as compared with middle distillates 36%, and other products 5%. 

The gasolines include premium gasoline, regular gasoline, tractor gasoline, 
aviation gasoline and naphtha. 

The middle distillates include diesel, heating fuels, stove oils, and aviation 
turbo fuel. 

Other petroleum products include bunker oil, coke, asphalt, wood 
preservatives, etc. 
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Some petroleum products which compete with other energy sources or with 
other products tend to be low in price to be competitive. This would apply to the 
“other products” such as bunker oil, coke, asphalt, etc., which give an average re- 
alization of 5.71¢ per gallon. Although they account for 13% of refinery output, 
they produce only 5% of the realization. 


Gasolines account for the highest price per gallon of refinery production. Re- 
fineries have a measure of control over what products they produce, and the quan- 
tities of each and they adjust their process to produce more gasoline than any other 
product. Oil companies realize more dollars from the sale of gasolines than from 
the sale of all other petroleum products combined. 


The highest price obtained for gasoline is obtained when it is sold through 
“tied” service stations. From tables 147 and 148, the comparative prices of regular 
gasoline are— 

(a) 19.8¢ per gallon from service station dealers; 

(b) 18.87¢ per gallon from the farm market; 

(c) 15.86¢ per gallon from the commercial and industrial market. 

Fifty-six percent of the gasoline goes to the automotive market as indicated in Table 
143, whereas, only 32% goes to the farm market, and 12% to the commercial 
market. 

About one-third of the gasoline sold to service station dealers is premium gaso- 
line, from which the oil companies realize about 5¢ per gallon more than regular, 
or 24.8¢ per gallon. ; 

On all of its production, an integrated oil company realizes the highest price 
per gallon from selling to “tied” retail outlets. 

Oil companies are extremely efficient businesses. The vast resources of the in- 
ternational oil companies are focused on extracting as much revenue from the sale 
of their products as they can get. 

If the “cartel” subsidiaries in Alberta can devise a method of getting 1¢ more 
per gallon out of their “tied” outlets, this adds two and three-quarter million dollars 
per year to their profits. In such circumstances, it is little wonder that the service 
station dealer finds himself under overwhelming economic pressure. 


The oil companies are constantly putting the squeeze on the service station 
dealer to get all they can from him in any way they can. They extract money from 
his business in the following ways— 

(a) the brand name dealer pays the highest price for gasoline of any 

purchaser; 

(b) the lessee dealer pays rent, which (although subsidized to help eliminate 
his independent competition) increases with his volume of business and 
is as high as that volume will support; 

(c) “full-line forcing” is used to compel the “tied” outlet to buy a variety of 
other products from the oil companies on which they make a profit; 

(d) the dealer’s buying is directed to “suggested suppliers” with whom the 
oil company has market access agreements and from whom it obtains a 
commission on all sales; 

(e) the dealer is compelled to contribute to the advertising of the oil com- 
pany’s brand name products by paying for tickets, game chances or mer- 
chandise that he is required to give away; 

(f) a percentage of the dealer’s earnings from repairing automobiles is ob- 
tained by the oil company by basing the dealer’s rentals on total retail 
volume; 

(g) owned service stations, by buying gasoline, pay part of the cost of oil 
company service stations, because costs of service stations owned by oil 
companies are included in the wholesale price charged for gasoline; 
oil company owned stations are operated by lessees rather than by em- 
ployees partly because lessees invest and risk their savings in inventories 
and equipment to facilitate the sale of the oil company products 
and lessees bear retail losses. 
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At the same time, as the oil companies are trying to obtain as much money 
from the dealer by as many means as they can devise, they are also using methods 
to reduce the service station dealer’s markup. The following are methods by which 
the service station operator’s markup is forced down— 

(a) by providing off-branders with gasoline at a price which enables them to 

retail below the brand name retail price; 

(b) by operating strategically located stations by employees or retail commis- 
sion agents so that the oil company can fix prices below those of its brand 
name dealers; 

(c) by instituting commission consignment at intervals, which substitutes a 
rate of commission which is less than the operator’s normal markup; 

(d) by issuing commercial credit cards to customers which obligate the 
dealer to dispense gas for a commission which is less than his normal 
markup; 

(e) by compelling the operator to contribute to special advertising promotions 
advertising the oil company’s brand name products which has the effect 
of reducing the operator’s markup; 

(f) by offering reductions of dealer tank wagon prices conditional upon the 
dealer granting a larger reduction in price to the customer; 

(g) by advertising prices directly to the motorist which compel the dealer to 
reduce his markup, so that the price to the customer will be “as 
advertised”. 

These methods used by the oil companies to bring pressure to bear on service sta- 
tion operators to lower their retail prices are discussed in detail in chapter 34. 


Accordingly, the service station operator is tied by interwoven restrictive con- 
tracts to a single oil company and he has no reasonable prospect of being able to 
free himself from such ties. The oil company then applies pressure on him by a 
number of means to obtain from him a greater share of the motorist’s dollar. At the 
same time, the oil company is applying another series of pressures on him to reduce 
his markup. In this kind of economic squeeze, the rate of business failure among 
service station operators is approximately 20% per year. The oil companies then 
attract new lessees to invest their capital and labor in promoting the sale of oil com- 
pany products by glowing advertisements about freedoms and profits which are not 
realized by most service station operators. 
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CHAPTER 34. INDUSTRY METHODS OF INFLUENCING RETAIL PRICE 


(1) Retail Competition from Off-Brands 


The subsidiaries of “cartel” brand companies own all of the refineries in 
Alberta. They supply refined gasoline to their marketing division, which supply 
through their brand name retail outlets 86% of the gasoline marketed. 


Less than 9% of the Alberta market is supplied by off-branders. The off- 
brand wholesaler purchases his supplies of gasoline from an integrated oil com- 
pany with a refinery and with whose retail outlets he will compete. The small 
off-brander is not competitive in national advertising, in nationally acceptable 
credit cards, or in brand name, so it is inevitable that the off-brandér’s principal 
method of attracting customers will be by a lower price. 


Why does a “cartel” company supply an off-brand wholesaler with gasoline 
at a price which enables the off-brander to sell at a lower retail price than the 
refiner’s brand name service stations? 


There is no doubt that the availability of off-brand gasoline to motorists at a 
cheaper price than brand name gasoline deters brand name retailers from increas- 
ing their mark-up. 

The Committee has the impression, from numerous oil company executives 
engaged in the marketing of gasoline, that a price differential of from lc to 2c 
per gallon will attract about 10% of the market. 


Integrated oil companies with refining facilities as well as marketing facilities 
supply 10% or 15% of their refined production to off-branders at a price fixed 
by the integrated company. This price is low enough that the off-brander can 
supply a relatively small percentage of the market at a price which is lc or 2c 
below what the integrated company considers should be its brand name retail 
price. The existence of an off-brand retailer, who is able to sell gasoline at such 
a price, is a strong deterrent on the brand name dealer from increasing his price. 
If the spread between brand name gasoline and off-brand gasoline exceeds 2c a 
gallon at retail, increasing percentages of customers will find it worthwhile to 
switch their purchases from the brand name dealer to the off-brand dealer. The 
brand name dealer who will obtain more profit per gallon by increasing his price 
Ic per gallon knows that this may be offset by a loss of volume. 


In the Imperial Oil Limited presentation to the Royal Commission on Gaso- 

line Price Structure in the Province of British Columbia, they reported on a 
survey of the attitudes of motorists to price as follows— 

“Motorists were asked what price differential would prompt them to switch 


from one major brand to another or from a major brand to a private brand 
gasoline. 


Their replies indicated that motorists will begin switching their business in 
significant numbers when price differentials reach or exceed one cent. The survey 
supported the commonly accepted conviction that it takes a larger price differential 
to attract a customer away from a major brand dealer to a private brand dealer 
than it does to get them to switch from one advertised brand to another. Customers 
apparently place more reliance on or expect more services, etc. from doing business 
with a major brand dealer than they do with nonbrand dealers and are willing 
to pay some differential for that additional service or guarantee of quality.” 

The wholesalers or off-branders consider they are tolerated, or permitted to 
exist, so long as the differential between the retail price of the outlets they supply 
doesn’t drop lower than 2c per gallon below prices at brand name outlets. If the 
difference exceeds 2c, larger numbers of motorists will begin to transfer their 
business, because price differential becomes sufficiently attractive to outweigh brand 
name convenience and service. 


If a brand name dealer increases his mark-up too high, he begins to lose 
volume to cheaper outlets — the off-branders. 

Therefore, the off-branders whose small price differential normally attracts 
only a small percentage of the market, prevent brand name dealers from unduly 
increasing their mark-ups without the risk of loss of volume. 

The owners of off-brand wholesale companies are frequently persons who 
were formerly employed in the marketing divisions of integrated oil companies. 
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The Committee interviewed several persons who are either operating off-brand oil 
companies or who formerly operated them and subsequently sold out to integrated 
companies, who are the usual purchasers. These men clearly believe that they 
would have difficulty obtaining supplies of gasoline, or that the “cartel” companies 
would institute a price war in their particular area of operation if they reduced 
their retail prices more than Ic or 2c below the brand name retail price in their 
area. They appear equally confident that if their retail prices are not more than 
lc or 2c a gallon lower than the brand name retail prices, that they will be free 
em sanctions or intereference by the brand name oil companies who supply 
them. 


Officers of wholesalers told the Committee that the “cartel” companies could 
put them out of business whenever they chose, simply by increasing the price at 
which gasoline is made available to them, or by being “unable” to supply them. 


The owners of off-brand oil companies are extremely conscious of their 
vulnerability and they take pains to avoid situations which may annoy the inte- 
grated companies from whom they now obtain their supplies, or with whom they 
may in the future have to negotiate. They are well aware that— 

(a) they are totally dependent for supply of product on a small group of 
refiners with common practices and with whose retail outlets they 
compete; 

(b) the off-brander pays more for his product than the cost of such product to 
the integrated company, so he can be losing money at prices which will 
still produce a profit for his opposition; 

(c) a price war which covers the off-brander’s entire market area would 
involve a price reduction in only a small fraction of the market of his 
integrated competitor. 

Accordingly, the off-branders are normally desirous of operating within the limits 
tolerated by the integrated companies who supply them. 


A portion of an Alberta city is served by several “cartel” brand outlets, a 
department store outlet, and an off-brand outlet. The off-brand outlet and the 
department store outlet were both selling at 2c per gallon less than the prevailing 
retail price in the “cartel” brand outlets. At that point in time a small tax increase 
occurred, as a result of which the brand name outlets raised their prices lc per 
gallon. The off-brand outlet immediately followed suit by raising its price 1c per 
gallon to maintain the former 2c price differential. The department store, however, 
did not immediately raise its price. 

We discussed the matter with the off-brander at the time and he was clearly 
in a dilemma, which was giving him great concern. He pointed out that if there 
was a difference of 1c in price, between the department store and the off-brander, 
for any period more than 10 days, the volume of the off-brand outlet would decline 
as its price conscious customers would transfer their purchases to the department 
store. Accordingly, if the department store failed to increase its price by lc, the 
off-brander was under compulsion to drop his price Ic to retain his volume. 

On the other hand, if the off-brander dropped his price, he had serious fears 
that a 3c price differential between brand name outlets on the one hand, and the 
off-brander and department store on the other hand, would make the brand name 
companies unhappy. He did not wish to be involved or identified in the eyes of 
the brand name companies with this degree of price cutting, and he feared the 
brand name companies would retaliate with a price war in which he could suffer 
the greatest injury. 

The off-brander is not just concerned with the brand name company he is 
currently dealing with to obtain supplies. For instance, an executive of another off- 
brand company advised us that his purchase contract was with an integrated 
company which had no refineries in Alberta. However, in accordance with the 
usual practice, that integrated company had exchange agreements with “cartel” 
brand companies operating refineries in Alberta. Accordingly, the gasoline pur- 
chased by the off-brander was in fact picked up at the Alberta refineries of either 
of two “cartel” brand companies. These refiners charged the integrated company 
with whom the off-brander had his current contract, for the gasoline so picked up, 
and the integrated company in turn billed the off-brander for the gasoline. 
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In another case, an off-brander drew to our attention a situation where a 
department store had reduced its price per gallon so that too great a differential 
existed between its prices and brand name outlet prices for too long a period. 
Brand name outlets surrounding the department store dropped their prices to 1c 
above the department store prices. When the department store dropped a further 
Ic to increase the differential, the surrounding “cartel” brand stations promptly 
dropped their prices. Each time the department store dropped Ic the surrounding 
brand name stations did likewise. 


In the opinion of the off-brander, this procedure amounted to the “cartel” 
serving notice on the department store that its members would tolerate a differential 
of 2c, and no more, without responding. When the department store got the 
message and raised its prices, the brand name outlets did likewise and the normal 
differential of 1c or 2c a gallon below brand name normal retail price was resumed 
in the area in question. 

Department stores selling gasoline off-brand appear to be a little less con- 
cerned about the attitude of the integrated companies than the ordinary off-brander 
who is engaged primarily in the sale of gasoline and the service station business. 
If a price war results because the integrated companies won’t tolerate department 
store pricing practices, this may have compensating advertising advantages to the 
store. The ordinary off-brander is in business for the purpose of making a profit 
on his gasoline sales and cannot afford to lose money on gasoline for a prolonged 
period. A department store, on the other hand, continues to earn profits on the 
sale of other merchandise even if losing money on gasoline, and sometimes the 
advertising from a loss leader may produce greater profits from other merchandise. 


Despite the problems with off-branders, integrated companies continue to 
supply them with enough gasoline for approximately 10% of the market and to 
tolerate a price differential of up to 2c per gallon below their own outlets. The 
existence of some off-brand outlets, with gasoline at lower prices, is one deterrent 
to brand name dealers increasing their markups. 


The price at which an off-brander can sell gasoline is determined by the 
price at which the off-brander can buy gasoline, and this is determined by the 
integrated oil companies with whose brand name stations the off-brander will 
compete. 

Integrated oil companies with refineries accordingly exercise a meaure of 
control over retail pump prices— 

(a) by controlling the volume of gasoline they supply to off-branders; and 

(b) by controlling the price at which they sell to off-branders, which, in turn, 

determines the price at which off-branders can resell. 


(2) Retail Competition From Employee Operated and Retail Commission Stations 

In a service station operated by the lessee of the station, or by an owner of 
the station, the lessee or owner purchases the gasoline from the oil company and 
the lessee or owner determines his retail markup. 


However, where a station is operated by an employee of the oil company, or 
by a retail commission agent of the oil company, the oil company continues to own 
the gasoline and the oil company determines the retail markup on the gasoline 
which is dispensed by its employee or agent. 

If the oil company considers that the retail markup of its brand name dealers, 
whether lessees or owners, is too high, the oil company may fix lower prices in 
stations it operates by employees or retail commission agents in the same 
community. 

The existence of such lower prices would deter owner operators and lessee 
operators from further increases of their retail markup. 


Many members of the public are not conscious of price differentials which 
usually are not advertised. Various lessee operators and owner operators have 
reported to the Committee that, when retail price increases were contemplated, 
oil companies’ sales representatives had advised them that oil company operated 
outlets would not increase their prices and would post curb signs, advertising the 
lower price, which would be prominently displayed. An operator contemplating 
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an increase in his retail markup is not encouraged by the thought that the same 
brand of the same product may be advertised at lower prices elsewhere in his 
competitive area. 


A differential of 1c per gallon will induce some motorists to move from a 
brand name station to another station selling the same brand, resulting in a loss 
of volume for the operator charging the higher price. 


The use of retail commission dealers appears to be a more sophisticated and 
precise method of influencing retail price, than either off-branders, or the tem- 
porary introduction of commission consignment in “price war’ circumstances. 


Edmonton and Calgary account for 48 percent of gasoline sold through 
service stations in Alberta. 


One major marketer converted six strategically located high gallonage lessee 
outlets in Calgary to retail commission dealer status. The operator, instead of 
being a lessee who buys gasoline for resale at a markup he determines, becomes 
an agent for the oil company for the sale at the service station, of the oil com- 
pany’s gasoline. In other words, title to the gasoline remains in the oil company 
and the oil company fixes the retail price. The same situation applies to other 
merchandise consigned to the service station and sold by the operator as the oil 
company’s agent. In Calgary, these retail commission dealers were strategically 
located in six different sections of the city so that, no matter what section of the 
city a motorist happened to be in, one of such stations was readily available to him. 

Similarly, in the city of Edmonton six high volume lessee stations were 
selected, each in a location which made it readily available to a large segment of 
the city. 

In both cities, the 12 stations were successful lessee outlets that had been 
leased to above average lessee operators, several of whom had long records of 
successful operation for the company. 

The minimum of one month’s notice in writing was given, terminating these 
leases by an abrupt letter, one of which is quoted as follows: 

“Dear Sir: 

We wish to advise that your present lease agreement with (name of oil com- 
pany) will cease effective (date), and will be replaced with the new Retail Commis- 
sion Dealer Agreement, commencing (one day later). 

Prior to commencement of the Retail Commission arrangement details of the 
plan will be discussed fully. 

Yours very truly.” 

Each of these former lessees was given the limited choice of signing the retail 
commission dealer agreement or leaving his station and going out of business. 
Eleven signed retail commission dealer agreements. These dealers reported the 
company gave various reasons for changing them from lessee operators to com- 
mission consignment dealers. One important reason was, “to offer competition to 
off-branders”, and another was, “to establish standards for brand-name service 
station operators”. 

The commission rates payable by the oil company to these agents are lower 
than the markups usually taken by lessees or by owner operators. The retail 
prices fixed for gasoline and for merchandise in these service stations is lower 
in almost every case than the prevailing price in the brand name outlets operated 
by lessees. At first, these agents were paid a commission of 5.6c per gallon of 
gasoline, which was later raised to 7c per gallon. During the same period, retail 
markups increased from 61c per gallon to 8c per gallon, and subsequently as 
high as 9.1c per gallon. 

The Committee periodically checked differentials in retail prices. The price 
of the retail commission dealer usually was between the higher price charged by 
brand name lessees and the lower price charged by the department stores and off- 
branders. For instance, the pricing of several outlets in Calgary was checked on 
one day and the following differentials were then in effect: 


Brandsnames lessees gencrall yin: tageerpastiesem ad woben Lait! 41.9c per gallon 
Retailycommission, dealecs peciostts. chi metrical. uns 40.9c per gallon 
Off-branders and one department store .............00......... 38.9c per gallon 
GQae gdepartntent@Storelugswr: sees gomigatemtoans..Aikewoe th 37.9c per gallon 
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The 4c differential on this date was a wider range than normal. However, 
the customary differential between retail commission dealers and lessee brand 
name dealers generally is Ic. 

Within a particular station, the effect of the retail commission dealer agree- 
ment with its low commissions is to substantially decrease the dealer’s profit. 

Table 159 illustrates the profit earned by a particular station before consign- 
ment and after consignment, showing the results in three separate years. Operator 
1 operated the station in its final year as a leased outlet and in the first year that 
it was on consignment. He left the business because of his loss of income and 
operator 2 operated the station during its second year on consignment. 


Table 159. 


Profit Comparison Between Lessee Operation and Retail Commission Dealer Operation 
of One Service Station in Three Successive Twelve Month Periods 


Operator 1 Operator 1 Operator 2 
Before On On 
Consignment Consignment Consignment 
Ce eT eee ee ee ae $156,876 $148,218 $162,834 
LS RE IOS ET peta. ita trite te. tat 118,329 118,210 130,427 
CIEOES MALONE assert aad te eee . $ 38,547 $ 30,008 $ 32,407 
EXpenseS tt eee eee 2 26,988 25,262 DI Ge a 
Were Pronto eet ate ne ee hel ag § Me $ 4,746 $ 
Ress Depreciation ests ete eee F/T 884 
Profit ga RAT. Oe eee a oi 19 S32 $ 3,862 $ 3,145 


*(including depreciation) 
Source: Gasoline Marketing Enquiry Records. 


All six of the former lessee operators in Calgary, who tried to operate under 
the retail commission dealer agreement, terminated in less than 2 years. In Edmon- 
ton, after three years, only two of the former lessees are still commission agents. 


The Committee questioned brand name operators with service stations in 
the vicinity of a station operated by a retail commission dealer. There is no doubt 
that the existence of lower prices in the station of the retail commission dealer 
is a deterrent to other brand name dealers from raising the retail markups. They 
are conscious of the fact that, if they increase their retail prices, some of their 
customers may seek out the lower price available from the retail commission 
dealer, who sells brand name products. 


The oil companies practice various means to reduce price differentials and 
generally do not advertise, or otherwise bring price differentials in gasoline to 
the attention of the public. Many members of the public, who might be influenced 
by these price differentials, are not aware of them. 


In December of 1967, a tax increase of 4/10ths of a cent came into effect. 
This raised the question of whether retailers would pass the price increase on to 
their customers, or whether they would absorb it in their markup. Retail markups 
were relatively high in Calgary service stations and the Committee received reports 
- from several operators that their oil companies were suggesting the service stations 
should absorb the increase. One operator reported an interview with his sales repre- 
sentative, who “suggested” that the retailer absorb the increase and hold his 
retail price at the existing level. The operator expressed a preference for passing 
on the increase to his customers, whereupon, the sales representative stated that, 
unless service stations absorbed the increase, the oil company would lower prices 
in its retail commission outlets and post curb price signs to draw the differential to 
the attention of the public. 

Another operator also reported that his sales representative inquired as to 
his intentions regarding the retail price. He replied that he intended to raise his 
price from 42.5c per gallon to 42.9c per gallon, thereby passing the entire increase 
to his customers. The sales representative advised him that the company had 
been taking a survey of dealer intentions. He stated that, if service station operators 
generally, raised their price, then the oil company would post and advertise a re- 
tail price of 40.9c in its retail commission outlets, which was 2c below the price 


Page 488 Part 8 


proposed by the dealer. The sales representative stated that the company con- 
sidered the Calgary retail markup was too high, being, at that time, close to the 
highest in Canada. He pointed out that, if the dealer absorbed the increase, it 
would reduce his markup from 9.9c to 9.5c, which was still above average. 

Reports such as the foregoing confirm the impression that the oil company 
is using its power to fix retail prices in stations operated by its retail commission 
dealers for the purpose of influencing the retail pricing of its brand name lessee 
dealers. 

It can obviously control the pricing of lessees and owners more directly, by 
controlling the pricing in retail commission outlets, than it can by indirectly 
controlling off-brand competition by means such as 


(a) controlling the volume sold to the off-brander; 

(b) controlling the price at which the off-brander purchases; and 

(c) forcing up the off-brand prices to tolerable differentials by means 
of temporary periods of commission consignment competition. 


Also, the lessee has less ground for complaining about a competitive control 
on his price than he has when large numbers of lessees are placed unwillingly on 
commission consignment to meet an alleged threat of price competition, which 
he believes to be artificial or exaggerated. This usually provokes considerable 
protest from the lessee operators, who are placed on commission consignment 
against their will, and such protests receive sympathetic consideration from var- 
ious authorities. , 

The retail commission dealer arrangement permits the oil company to control 
retail prices in enough outlets to exercise a sensitive and constant check on any 
move towards what the oil company regards as unnecessarily high markups by 
its lessee and owner dealers. 


(3) Commission Consignment and Price Wars 


Generally, service station operators are “conditioned” to do practically 
everything their oil company “suggests”. The average service station operator has 
a deep seated conviction that no matter how much he dislikes the oil company 
“suggestion”, he had better accept it because the alternatives that could result 
from incurring oil company displeasure would be infinitely worse. Accordingly, 
if an oil company sales representative brings around a new document for the 
average operator to sign, in substitution for some existing document, the operator 
almost automatically signs it because he is afraid of the possible consequences 
of refusing to sign it. 

In the normal relationship, a service station operator, whether owner or 
lessee, purchases gasoline from the oil company and resells it at a markup which 
the operator determines. 

Under the arrangement of “commission consignment”, the oil company re- 
tains ownership of the gasoline which it deposits in the operator’s tanks, the oil 
company as owner of the gasoline determines the retail price, and the operator 
is paid a commission for his services in dispensing the oil company’s gasoline. 

If retail price competition develops, the integrated oil company wishes to have 
direct control over prices at retail outlets so that it can quickly respond to price 
changes by the competitor. 

If a service station operator is asked to reduce his retail price 1c per gallon, 
he is reluctant and usually rather slow to do so because this may eliminate his en- 
tire profit. If the station is on commission consignment, the oil company can 
change retail prices at will and without delay. 

For the average service station operator, once the retail price has been re- 
duced by 1c per gallon, he is no longer earning any profit on the sale of gasoline 
and further reductions in the retail price result in sales at a loss. In such circum- 
stances, there is little incentive for him to continue to sell. Under commission con- 
signment, however, the retailer receives a fixed commission of a minimum amount 
per gallon no matter how far the retail price drops during the price war. The pre- 
vailing commission rate in Alberta during 1963 and 1964 was 6/2c per gallon, 
which barely covered the sales expenses of most operators, eliminated their op- 
portunity for profit, and, in many cases, resulted in a loss. 
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The oil companies appear to experience no difficulty in placing their stations 
on commission consignment. The oil company simply seems to reach a decision 
about instituting commission consignment, company representatives hold meetings 
with small groups of their operators, the sales representatives call on some of 
the more reluctant operators, and in a matter of a few days an entire city or mar- 
keting area will have completely changed from the normal basis to commission 
consignment. Service station operators have objected and complained, but when 
the oil company directly requests them to sign, they do so rather than face the 
consequences of not cooperating. 


Table 160 following, contains Imperial Oil’s comments on its price action 
in the circumstances outlined in the table. The following are extracts from that 
table— 

“1963 February...consignment is introduced and within a month over 50% of 
majors’ outlets are on this basis... 

1963 May... Victoria prices spread north to Duncan so our stations there go on 
consignment... 

1964 January...dealers drop in stages reaching a low of 39.9...about one week 
later, our dealers go on consignment.” 

Usually, the basis of the oil company approach to its operators is that, 
there is a price war in prospect (real or fancied), and commission consignment, 
although costly to the operator, would be less costly to him than if he continues 
to buy on the regular basis and the price drops so he is reselling at a loss. 


In Alberta, which is remote from sources of cheap crude and where all the 
refineries in the province belong to “cartel” brand companies, it is difficult to 
comprehend how serious price competition for the brand name companies could 
develop from our small off-brand outlets. The price threat may be one apparent 
reason for commission consignment, but the oil company may have underlying 
and more important reasons. 

One of our interviewers reported the following circumstances to us. He was 
informed that an integrated brand name oil company persuaded one of its dealers, 
in a strategic location, in a particular market area, to take his diesel fuel on 
commission consignment. Before consignment, this dealer had a markup of 6.5c 
per gallon, but, under consignment, his commission payable in respect of the con- 
signed diesel was only 3c per gallon. The oil company, as owner of the diesel, 
could now set the price at which it could be sold at this outlet and was able to 
lower prices at this outlet up to 3'’4c per gallon, below the dealer’s former resale 
price, before the oil company would begin to lose anything by lowering prices. 

The oil company started lowering diesel prices at this outlet and the word 
soon spread to customers and to dealers in the market area. Having regard to the 
impending price war created by this situation, the brand name oil company came 
to the rescue of its other dealers and offered them commission consignment deals 
on the same basis. Operators reported that they were persuaded to sign commission 
consignment on the basis that this was their company’s method of protecting them 
from a price war. Other oil companies in the marketing area immediately followed 
suit and there was a general lowering of diesel prices throughout the area. The 
oil company was still obtaining as much per gallon as it ever did, but, the amount 
being received by the operators had been drastically cut. 

In the other cases the Committee studied, a tiny off-brander was alleged to 
have started cutting prices, precipitating the fears of a price war, which was the 
reason alleged by brand name oil company representatives for requesting their 
operators to go on commission consignment. Such an off-brander with one or 
two small third rate retail outlets, who receives his total supply from a brand 
name refinery, appears to be about as much of a threat to the major brand oil 
companies as a fly would be to a herd of elephants. However, fright from such 
a source is the reason given for large scale institution of commission consignment 
affecting hundreds of brand name service station operators. 

In British Columbia, which is closer to the sea and to independent sources 
of cheap refined products across the border, price cutting by off-branders could 
be a more serious problem. However, it is dealt with in the same way by placing 
brand name stations on commission consignment. 
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Imperial Oil Limited, in its submission to the British Columbia Royal Com- 
mission, gave a history of gasoline price action involving the use of commission 
consignment in its own outlets, and the pattern of price setting that it followed 
to deter the price cutter and restore prices to the normal differentials. It gave com- 
ments drawn from its records relating to pricing in the Vancouver metropolitan 
area from 1958 to 1964, and in the Victoria, Nanaimo, Port Alberni area from 
1962 to 1964. Imperial’s comments about the Victoria - Nanaimo - Port Alberni 
price action are shown in Table 160 and illustrate the pricing practices used. 


Table 160. 


HISTORY OF GASOLINE PRICE ACTION 
VICTORIA-NANAIMO-PORT ALBERNI 


Comments Drawn from Records 


1962 January The first private brand outlet in Victoria opens. Product is being 
purchased at Bellingham, Wash., and trucked to Victoria via 
Nanaimo. The price is 42.9 for regular versus general majors’ 
prices of 44.9 (margin 8.6). 


February A second private brand is installing pumps near Victoria. 

July There are now two private brands in Victoria, one in Nanaimo, 
and a Woodward’s in Port Alberni, all selling two cents below 
the majors. 

1963 January Now seven private brands on Vancouver Island. A Standard of 


B.C. outlet near Victoria is 4.5c below general major brand level 
and one Texaco outlet in Victoria lowers two cents to private 
brand levels. 


February We begin lowering from 44.9 to meet competition of two Mohawk 
and two Pay “N” Save outlets. They react with further price cuts 
until they reach 37.9 with I.O.L. at 38.9. Consignment is intro- 
duced and within a month over 50 percent of majors’ outlets are 
on this basis. 


May The 38.9 Victoria prices spread north to Duncan so our stations 
there go on consignment, lowering from 45.9 to 41.9. Other majors 
follow and at May 31 all are on consignment at 41.9. 


Our Victoria prices are raised two cents to 40.9. Some majors 
follow. Private brands increase one cent to 38.9. We drop back 
LOM One 


1963 June We raise Victoria one cent to 40.9 followed by Standard, B.A., 
and Texaco. The private brands move up one cent to 39.9. 


July 29 The federal sales tax increase brings Victoria prices to 41.3 for 
majors. The private branders remain at 39.9. We are forced back 
to 40.9 to remain competitive. 


1963 August 13 We raise Victoria to 41.3. Private brands at 39.9. 
August 21 We revert once again to 40.9. Some majors hold at 41.3. 
Nanaimo — We lower one station from 46.4 to 43.9 to meet a 


Pay “N” Save at 43.9. 


September Nanaimo — Pay “N” Save lowers several times and we follow 
with half our stations on consignment. A low is reached of 33.9 
I.O.L. versus 32.9 Pay “N” Save. During the month we make sev- 
eral increases and by September 24 are at 40.9 versus Pay “N” 
Save at 39.9. 


October In Victoria we lower one cent to 39.9. Woodward’s opens at 38.9 
and drop to 37.9, followed by Pay “N” Save and other private 
brands. By October 24 majors are at 38.9, having reduced one 
cent from 39.9. 


At Duncan, October 18, I.O.L. reduces prices two cents to 39.9. 


Port Alberni — We place three of our four stations on consign- 
ment, lowering one cent to 45.9 versus Woodward’s 44.9. Con- 
signment does not actually take effect until our price reaches 
44.7. On December 3, Woodward’s moves to 43.9. 
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1963 November Port Alberni — Acting on their own, our stations reduce 1.0 to 
44.9. 


December Port Alberni — Woodward’s drops 1.0 to 43.9. 


Victoria — After moving to 38.9, Mohawk raise to 39.9. We 
move to 40.9. 


Port Alberni — We raise to 45.9, 46.9 and 47.9. Woodward’s do 


not move. 
Victoria — Other majors move to 40.9. Private branders raise 
to 38.9. We move to 39.9. 

1964 January Port Alberni — Dealers drop in stages reaching a low of 39.9. 


Woodward’s also lower, eventually to 39.9 as well. About one 
week later, our dealers go on consignment. We raise to 41.9, 
Woodward’s holding at 39.9. 


Port Alberni — We lower to 40.9, 1.0 above Woodward’s. 
February Woodward’s raise 1.0 to 40.9. We move to 41.9. Royalite posting 
at 40.9, other majors 41.9. 
Source: Imperial Oil Records. 


This table clearly illustrates how commission consignment is used by the oil 
companies to regulate retail prices. 


If an off-brander lowers his retail price more than approximately 2c per 
gallon below the prevailing brand name retail price, the integrated oil company 
may decide to take action to restore the smaller price differential. 


If it does so, it puts its surrounding brand name retail outlets on commission) 
consignment so that it can control the retail prices of these outlets. It then lowers 
its prices to approximately the same level as those of the off-brander so that the 
price differential which was attracting customers is eliminated. If the off-brander 
further reduces his price to restore the differential, the integrated company does 
likewise, matching every price cut with a ‘corresponding one. 

The integrated oil company will maintain its low pricing, so that the off- 
brander suffers the consequences of selling at a loss for a sufficiently long period 
that he realizes the serious effects this could have for him. The integrated com- 
pany will then raise its prices, and if the off-brander follows suit by matching 
each price increase, this will continue until normal pricing is restored at the normal 
differential. If he fails to follow the price increases, and lags too far below the 
rising prices offered by the majors, they again lower their prices to his approximate 
level depriving him of any price advantage. These processes are repeated until 
the off-brander is so anxious for a price increase that he will raise his price every 
time the majors do so and he will not permit a price differential sufficient to 
provoke a price reduction by the majors. 


From the foregoing it is clear that retail pump prices can be effectively con- 
trolled by the brand name oil companies by use of the commission consignment 
device. Usually, when commission consignment is in effect, the dealer gets a 
much smaller commission than he formerly charged by way of markup. When 
the oil company considers pricing has returned to normal and the dealers go 
off commission consignment, they can’t revert to their former higher markups 
without increasing the price of gasoline to the public, which comes sharply to 
the attention of the motorist. 

Furthermore, the off-brander or price cutter has just been disciplined into 
the acceptance of a price differential of 1c or 2c, tolerable to the brand name 
companies which instituted commission consignment to eliminate the larger differ- 
ential. The brand name dealers are painfully aware that if they increase their 
pump prices this may again create the kind of differential that the oil company 
instituted commission consignment to eliminate. For a time at least, the dealers 
are prone to accept smaller markup rather than running the risk of having com- 
mission consignment instituted again. 

When the price returns to normal after the price war, the dealer is conditioned 
to accepting a smaller markup and the oil company is in fact receiving a larger 
proportion of the price per gallon paid by the motorist. 
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The Supreme Court of the United States, in a judgment handed down on 
the 20th of April 1964, found that consignment selling of gasoline was illegal. 
An article relating to this judgment was published in “Super Service Station” 
in the issue of May 1964 which read in part as follows: 


“U.S. Supreme Court Holds Consignment Setup Was An Effort To Fix ‘gas’ Prices 


The U.S. Supreme Court struck down on April 20 the gasoline consignment 
plan of Union Oil Co. of California as illegal under the Sherman act. 

A majority of five members of the court held that the plan was an effort 
to fix prices at thousands of retail service stations and that Union used coercion 
against dealers to bring them into line.” 


Mr. Justice Douglas, author of the majority opinion, was quoted as follows: 


“When, however, a ‘consignment’ device is used to cover a vast gasoline distribution 
system, fixing prices through many retail outlets, the anti-trust laws prevent calling 
the ‘consignment’ an agency . 

The present coercive device, if successful against challenge, under the antitrust 
laws, furnishes a wooden formula for administering prices on a vast scale... . 

To allow Union Oil to achieve price fixing on this vast distribution system 
through this ‘consignment’ device would be to make legality for antitrust purposes 
turn on clever draftmanship. We refuse to let a matter so vital to a competitive 
system rest on such easy manipulation... 

We hold only that resale price maintenance through the present coercive type 
of ‘consignment’ agreement is illegal under the antitrust laws and that petitioner 
suffered actionable wrong and damage.” 


The article in “Super Service Station” went on to state: 


“The petitioner is Richard S. Simpson, formerly a Union Oil consignment operator 
in Fresno, Calif., who cut his price to 27.9¢ when Union demanded 29.9c. ‘Solely’ 
for this pricing action, the high court said, Union Oil refused to renew Simpson’s 
Leaseuete 

Rufus E. Wilson, chief of the division of trade restraints of the Federal Trade 
Commission, recalled that the FITC has struck down commission-consignment 
plans in cases involving Sun Oil Co. and Atlantic Refining Co., and that both are 
being appealed to the U.S. Court of Appeals . 

The FTC crackdowns on consignment sales of gasoline are under section five 
of the FTC act, while the high court action in the Union case finds a violation 
of the Sherman act. This indicates a double barrier to consignment sales in the 
future, if the indicated decisions become final.” 


Professor Moore, Economic Advisor to the British Columbia Royal Com- 
mission on Gasoline Price Structure stated: 


“In British Columbia, 1959-63, the major oil companies could not have confined 
and rendered ineffective the competitive pressure of the private brand stations in 
the way they did, if they had not been allowed to use consignment selling. It will 
be recalled that consignment selling was used by the price leader, the other major 
companies following, to demonstrate to the private brand stations that they would 
not be allowed to maintain a differential of more than 1c on standard grade gaso- 
line between their pump price and that of the major brand stations. The pump 
prices of the major brand stations, (all of which had been put on consignment) 
were lowered to within 1c of the private brand pump price until the private brand 
dealers and jobbers received the message.” ... “if this . .. strategy confines 
private brand dealers to a small share of the market and prevents them from trying 
to maintain a differential of more than 1c or 2c, the strategy is not in the long 
term interests of the motorist.” 


“Both strategies (consignment and the conditional offer of a lower dealer tank 
wagon price) minimized the cost to the oil companies of bottling up price cutters 
to a small share of the market. In the absence of these strategies, the companies 
could only lower the dealer tank wagon price for sales to service stations throughout 
the entire area served by the refinery. With either strategy, the companies can 
confine the lower refinery net to sales in the areas affected by price cutters.” 


“I support the . . . recommendation of a ban on consignment selling ... By a 
ban on consignment selling, I mean a ban upon the inducement of all of an oil 
company’s dealers in a market to become agents of the company selling on con- 
signment so that the oil company can set the pump price without contravening the 
law.” 


“The motorist should object to the consignment system because it was used to 
bring an end to price competition...” 


“However, the possibility that the major oil companies might again resort to that 
strategy must surely inhibit private brand jobbers and dealers from being as 
aggressive as they were during 1959-63.” 
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Commission consignment is used to combat real threats of price competition. 
However, commission consignment results in a reduction of dealer markups which 
continues after commission consignment has been terminated. In some cases, an 
insignificant or artificial price war may be the apparent reason for commission 
consignment, but a more important reason may be to reduce dealer markups which 
in the opinion of the oil company are getting too high. 


Integrated oil companies use commission consignment to force up off-brand 
prices when they get too low, and to force down brand name retail markups when 
they get too high. 


In any case, it is an effective tool by which integrated oil companies control 
retail prices. 


(4) Commercial Credit Cards 


One company operating in Alberta uses a system of commercial credit cards, 
which its service station operators dislike very much. 


The oil company enters into a direct written contract with the customer who 
uses gasoline. Generally, such a customer is a small commercial concern using 
one or more vehicles for its business purposes. The customer agrees to purchase 
from the company, the customer’s requirements of gasoline expressed in the con- 
tract as a minimum gallonage per calendar year. The customer’s vehicles pick up 
their requirements at any brand name retail outlet of the company. The company 
supplies the customer with one or more “commercial credit cards” and price 
maps. The map shows price zones and there is a “commercial posted pick-up 
price” for each zone. The company reserves the right to change its “commercial 
posted pick-up prices” by giving notice to the customer before the date of any 
change. The customer’s contract shows his particular discount from the “commer- 
cial posted pick-up price” in the zone of pick-up. In the cases of two customers 
who we examined, their discounts enabled them to buy at 4c per gallon below 
the prevailing retail price. One lessee reported to us that he absorbed 3.6c per 
gallon, and the oil company absorbed 0.4c per gallon of the total discount of 4c. 


The company enters into a service agreement with its dealers relating to these 
commercial credit cards. Under this agreement the dealer agrees to supply gasoline 
to credit card holders without charge by the dealer to the holder. The dealer ob- 
tains signed receipts for the gasoline and the company reimburses the dealer at his 
cost for the gasoline supplied. The company agrees to pay the dealer a payment 
of a designated amount per gallon for his services in supplying the holders of com- 
mercial credit cards. 


In the case of two different dealers, each was being paid 5.5¢ per gallon for 
the sales. The dealer does not see the price maps of the commercial credit card 
holder and has no knowledge of what price they pay, which may vary from custo- 
mer to customer. 


Another clause of the contract with the dealer provides that if the rent for his 
service station is based on gallonage sold, then the gallonage supplied by the dealer 
to commercial credit card holders is included for the purpose of computing 
the dealer’s rental. 


The motorist drives up to a gasoline pump and the pump attendant fills his 
tank with gasoline. It is not until payment is requested that the pump attendant 
discovers the motorist is the holder of a commercial credit card, issued directly 
to the motorist by the brand name oil company. So far as the operator is con- 
cerned, he incurs all of the same expenses of dispensing gasoline to the holder of 
such a card, as he incurs for any other purchaser. However, in the case of an 
ordinary motorist, he collects his full mark-up of 8.1c per gallon, whereas, in 
the case of the holder of a commercial credit card, the oil company reimburses 
him for servicing such a customer by paying him 5c per gallon. 


In the Committee’s studies of service station profits from the sale of gasoline, 
Charts 46 and 48 in Chapter 22 indicate that the operator’s profit per gallon is 
usually less than 1¥2c, and the remainder of his 8.1c markup represents actual 
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expenses for labor and overhead. Accordingly, by serving the holder of a com- 
mercial credit card, instead of making the profit of 1/2c per gallon, he incurs a 
loss of approximately 1.1c per gallon. 

Such cards were being presented at some stations at the rate of 3 or 4 per 
day. In these sales, the retail price was 4c per gallon less, the operator’s markup 
was 2.6c per gallon less, and the oil company had effectively reduced both the 
pump price and the operator’s markup by a contract to which the operator was 
not a party. 

Each price zone shown on the maps accompanying the commercial credit 
card service agreements covered a large area within which the Committee was 
aware of substantial differences in operators’ costs and differences in retail 
markups and retail prices. The commercial customer who holds a commercial 
credit card, however, appears to have a fixed discount from a fixed price no 
matter what station he may call at within the zone to pick up his gasoline. To 
the dealer, the result of the commercial credit card service agreement is to deprive 
him of his right to determine his markup on gasoline he has purchased for resale. 


(5) Reduction of Operator’s Mark-up by Advertising Expense 


The major oil companies frequently engage in national advertising programs 
which take a variety of forms. In many cases such a campaign provides that the 
motorist will receive from the service station operator a premium, gift, coupon, 
chance for a prize, or the right to buy merchandise at a low cost. 

The national advertising campaign tells the motorist that the premium or 
merchandise will be given with every purchase of the brand name gasoline. 

There is, accordingly, strong compulsion on the service station operator, to 
have available the particular premium or merchandise as advertised, because 
failure to have it might alienate his customers. 

In many cases, the oil company sells the premium or the merchandise to 

the operator, thereby recovering part of its cost in connection with the promotion 
of its products. The compulsion upon the service station operator to buy the pre- 
mium or merchandise that is created by the advertising program is strengthened 
by the oil company’s expectation that every operator will participate. Like many 
other oil company “suggestions” to the operator, he is fearful of the consequences 
that could arise from his refusal to participate. 

Participation in the program adds to the operator’s costs per gallon in the 
sale of gasoline and it is practically impossible for the operator to raise his retail 
price to cover these additional costs for the duration of the program. 

As an illustration, one oil company advertises that each motorist who pur- 
chases $3.50 worth of gasoline will be entitled to buy a drinking glass from the 
service station operator for the price of 10c. The Committee inquired from an 
operator selling this brand of gasoline, whether he had to purchase such glasses 
or whether the oil company supplied them to him free. He produced an invoice 
from the oil company for three dozen glasses which he had been required to pur- 
chase and the invoiced price was $6.33 or 17.6c per glass. The advertising states 
the operator will sell one glass for 10c with each purchase of $3.50 worth of gaso- 
line. The operator sells each glass at a loss of 7.6c with each purchase of approxi- 
mately 7.6 gallons of gasoline. This in effect adds Ic per gallon to his cost of selling 
gasoline or reduces his margin by Ic per gallon. 

In a large number of service stations, the operator’s net profit per gallon of 
gasoline sold is 1c per gallon or less. Chapter 22 gives details of several models 
illustrating service station costs and revenues, and Chart 48 shows an operator’s 
profit of only 1'2c per gallon in a station with sales of 200,000 gallons per year, 
which is above average. 

The oil company, by instituting a program advertising its own products in 
which the service station operator, for all practical purposes is required to partici- 
pate, may be eliminating the entire profit from the sale of gasoline for some 
service station operators and is certainly materially reducing the profits of all 
operators. The effect of such a program is to take lic per gallon out of 
the service station operator’s pocket and pay it to the oil company on account 
of the oil company’s advertising program. 
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(6) Conditional Reduction of Dealer Tank Wagon Price 


The Committee was advised that in another province, an oil company offered 
its dealers a 1c reduction in the dealer tank wagon price on the condition that they 
reduce their margin or markup by Ic, resulting in a 2c per gallon reduction in 
the pump price. 


A dealer who did not accept, would know that dealers who did accept, would 
be paying the oil company Ic less per gallon and would be charging the motorists 
2c less per gallon than he was. The uncooperative dealer would lose gallonage 
because his price to the motorist was 2c per gallon more, and he would be paying 
lc more per gallon for his gasoline than his competitors who cooperated by 
accepting the oil company’s conditional offer. 


Another illustration of this pricing practice was reported by the Ontario 
Retail Gasoline & Automotive Service Association in a circular dated April 19th, 
1968, from which the following excerpts were taken: 


“British American Oil Co. and Shell Canada Ltd. moved quickly to defend them- 
selves against Imperial Oil’s one cent price drop in Toronto, Hamilton and London. 
B/A, Shell and BP dealers have been selling gasoline at one cent above Esso for the 
past ten weeks but they cannot give the market leader a 2 cent advantage and still 
hold their gallonage. 


On April 10th, B/A dealers were offered an 8/10th cent subsidy conditional 
on them dropping 2 cents (from 49.9c¢ to 47.9c) to meet Esso prices. Some dealers 
accepted the subsidy which reduced their margin by 1.2c, from 9.5c to 8.3c. 


Shell dealers met with their Oil Company officials on April 15th. Shell offered 
a 4/10th cent subsidy conditional on their dealers dropping one cent, thus reducing 
the margin from 9.5¢ to 8.9c. The suggested retail price was 48.9c in Toronto (still 
one cent above Esso) with no price signs. 


In Hamilton, the Shell offer is the same as B/A with 8/10c subsidy on a 2c 
price drop. Very few Hamilton dealers are taking the subsidies either at Shell or 
B/A stations.” 


The Committee has not had any reports indicating that this method of in- 
fluencing the pump prices of its dealers has been used in Alberta. However, it 
is another method that supplying oil companies may use to effectively control 
retail pump prices. 


(7) Pricing of Other Merchandise 


The theory is that a service station operator is an “independent business 
man” who buys merchandise, fixes his own markup, and resells at a price he 
determines which will produce a profit for him. 


The major oil companies advertise nationally, in newspapers, magazines, on 
radio and on T.V. 


If a brand name oil company advertises directly to customers of a brand 
name service station, that stations of that brand will sell a particular product or 
service at a designated price, the oil company is for all practical purposes, fixing 
the price the service station operator can charge. 


As an illustration, an advertising folder mailed directly to customers with 
their credit card billings quoted a sale price on tires which had been nationally 
advertised. The sale price advertised for this particular type of snow tires was 
$36.95 per pair, which amounts to $18.48 per tire. We checked with a brand 
name service station operator handling those tires and his cost price was such 
that the advertised price gave him a gross markup of $1.15 per tire. Out of this 
he had to pay the labor cost of removing the old tires and mounting the new 
tires, and the cost of overhead, such as, use of the service bay, hoist, tools, etc. 
At the. advertised price, the service station operator considered he was losing 
money on every pair of snow tires sold. 


In our consideration of the profit service station operators make from the 
handling of tires, batteries and accessories, Table 37 indicates the narrow profit 
margin to an operator on tires sold at a higher price. The Committee considers 
that the tire price advertised by the oil company in this particular case, would 
cause many operators to incur a loss by selling those tires at that price. 


Page 496 Part 8 


In another case, an oil company printed and distributed to its brand name 
service stations, a curb sign or placard which they were urged to post, advertising 
that snow tires would be studded at a price of $5.00 per tire. We checked the 
costs of studding a tire in an outlet of that brand. 


The service station operator had purchased studs from the oil company at 
4.3c per stud, and about 90 studs are required per tire. The cost of the studs to the 
service station operator was accordingly $3.87 per tire. 


At the current labor rate being paid by the operator to the employee who 
performed the labor, the average labor cost per tire was $1.25. Accordingly, the 
combined cost of materials and labor to the operator to stud a tire was $5.12 
without allowing anything for overhead costs which must also be borne by the 
operator. The employee used a tool or gun for inserting the studs which cost the 
operator $125.00. The employee requires shop space, power, light and other 
items of overhead. It appeared to us that allowing for overheard, the operator’s 
actual costs for studding a tire were closer to $6.00 than to the $5.00 figure in the 
oil company advertising. Prior to the advertising, the operator had been charging 
$9.00 per tire for studding, which is not an abnormal markup on goods and 
services costing him $6.00, as compared with other services involving shop labor. 


If service station operators are going to remain in business, they have to make 
a profit on some items that they merchandise. The oil industry influence on 
retail prices is steadily encroaching and there is a limit to the number of items 
of goods and services that the operator can provide “free”, or at a loss, for the 
purpose of promoting sales of the oil company’s gasoline. The extremely high 
degree of lessee turnover described in Chapter 24 is clear evidence that a shocking 
number of service station operators can see no economic future in the business 
under the present circumstances. 
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CHAPTER 35. POINT PRICING AND F.0.B. REFINERY PRICING 


(1) Difficulties of Price Comparison 


There are four aspects of the pricing of gasoline which make price com- 
parisons more difficult, namely— 

(a) differences in volumes and conditions of sale; 

(b) numerous pricing points or zones with different prices in each; 

(c) the price is composed of several items not allocated or broken down; 

(d) varying discounts are granted from different posted prices to varying 

classes of customers. 

In considering whether price discrimination exists, prices in different sales 
are difficult to compare due to unusual variables such as different volumes and 
different conditions of sale. For instance, in bulk gasoline sales to two different 
road contractors, a condition of the price to one, is that he owns and provides 
his own bulk storage, and a condition of the price to the other, is that the oil 
company will supply both gasoline and temporary bulk storage for the con- 
tractor’s use. 

Such price comparisons are made enormously more difficult when sales take 
place at different pricing points with different posted prices containing different 
dollar amounts of transportation. In the prairie region of which Alberta is a part, 
there were over nine hundred different pricing points, each of which had its own 
posted prices. 

Price comparison problems are further compounded because each posted 
price covers several items, and there is no breakdown showing the amount pay- 
able for each item. Where an oil company posts a lower price in one place than 
in another similar place, this permits it to claim that it hasn’t varied the product 
portion of the price, but has simply failed to recover some other item normally 
included in the total price, such as its actual cost of transportation or cost of 
handling. 

In any case, where the total price paid by the buyer to the seller is composed 
of several items such as: 

(a) price of product; 

(b) cost of transportation; and 

(c) cost of handling; 
and the invoice is for a lump sum not broken down between the several items, 
there is more opportunity for discrimination in price without as much appearance 
of discrimination in price. The discrimination in price is more difficult to discern 
and to prove. 

At a particular place where the oil company wishes to lower its price, thereby 
discriminating against other similar areas where a similar price reduction does 
not take place, if it claims failure to recover part or all of its cost of transportation, 
or part or all of its cost of handling, the total price to the buyer has been effectively 
lowered, although the company can still claim, despite the lower total price, 
that its “price of product” remains constant. 

The oil company can state that the amount it received for “price of product” 
is the same in each of two locations, although in one location it has received 
payment in full for all three items of its total price, and in the other, it has not been 
paid for part or all of two of the items of cost necessarily incurred in selling the 
product and which are normally part of the total price. 

To obtain a common basis for comparison we attempted to determine, for 
each sale of gasoline, what price the integrated company realized for that gasoline 
at its refinery supply point. The price realized at the refinery supply point would 
be the price actually paid by the customer, whether discounted or not, reduced 
by actual costs of transportation and handling from the time of leaving the refinery 


supply point. 
(2) Point Pricing and Zone Pricing 


In Alberta, Marketing Division pricing is based on a system of point pricing 
or zone pricing. 

The system of point pricing or zone pricing provides opportunities for dis- 
criminatory pricing practices. It enables an oil company with a large marketing 
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CHART 98 


POINT PRICING AND ZONE PRICING 


THE OPPORTUNITY FOR DISCRIMINATION BETWEEN SERVICE STATIONS AT ONE 
PRICING POINT COMPARED WITH SERVICE STATIONS AT ANOTHER PRICING POINT. 





‘R- REFINERY SUPPLY POINT 
2,3,4- PRICE ZONES 
A,B- PRICING POINTS 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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area to compete unfairly in a limited portion of that area, by lowering prices against 
a particular competitor, while generally maintaining its higher price throughout 
most of its marketing area. 

The principles of applying this discriminatory pricing can be used in the 
same way against any kind of competitor, whether retailer, wholesaler, or refiner. 

At each pricing point or in each price zone, the posted prices for the point 
or zone usually exceed the prices posted at the refinery supply point, by— 

(a) the cost of transportation to the pricing point or pricing zone (the trans- 

portation differential); and 

(b) the cost of handling (the handling differential). 

In Chart 98, if points A and B have the same transportation costs and 
handling costs— 

(a) under a point pricing system both points would have the same posted 

price; 

(b) under a zone pricing system both points would be in the same price zone; 
and in such instances, no price discrimination exists. 

However, if in point A there is an aggressive competitor, such as an 
off-brander or a cooperative who is attracting more volume by a lower retail price 
at that point, the integrated company which owns the refinery at R, 

(a) may lower its posted price, at point A only, if operating under a point 

price system; or 

(b) may change a small part of its price zone boundaries, to include point 

A only in a lower price zone. 

If the costs of supplying the retailers in Points A and B are identical, but the 
price in Point B exceeds the posted price in Point A, then the retailers in Point 
B are being unfairly dealt with. 

In the opinion of the Committee, such pricing practices are discriminatory. 
The company does not lower its posted prices generally for all its customers, it 
simply lowers them at point A for a small percentage of its customers, while 
maintaining regular price levels for a large percentage of its customers throughout 
the majority of its market area. 

Such a pricing practice doesn’t hurt the integrated company which owns the 
refinery very much, because the lower price applies to only a small fraction of its 
volume. The small cooperative or off-brander, on the other hand, may be hurt very 
seriously by such a pricing practice, because the limited area in which its entire 
volume of sales takes place may all be affected by the discriminatory lower price. 

The integrated company which owns the refinery denies that this is price 
discrimination. In the jargon of the industry, the company claims that in special 
competitive situations, it posts a price for a point which isn’t adequate to enable 
the company to recover its entire cost of transportation and handling to that point. 
In other words, they claim the gasoline portion of the price is unchanged, but they 
absorbed a loss on transportation and handling. 

In the view of the Committee, as the cost of transportation and handling is 
actually incurred and paid for by the oil company, the lowering of the posted 
price for a point really reduces the amount realized by the company from the 
sale of gasoline at that point. After transportation and handling have been paid 
for by the company, it obtains less for gasoline sold at point A than for gasoline 
sold at point B where its costs are identical. 


(3) Pricing F.O.B. the Refinery Supply Point 


A system of F.O.B. Refinery Pricing would appear to eliminate a large 
measure of opportunity for discrimination in price. 

It would be possible and practical for the marketing division to post one 
price for gasoline F.O.B. the refinery supply point instead of posting numerous 
point prices or zone prices throughout the refinery supply area. Every invoice for 
gasoline supplied from that refinery — no matter where the customer was located, 
could show the gasoline price F.O.B. the refinery supply point. 

If the purchaser was taking delivery at the place where the refinery is located, 
there would be no additions for transportation and handling, but if the purchaser 
was taking delivery at a place remote from the refinery, his invoice would show 
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the F.O.B. Refinery Price plus designated additional amounts for transportation 
and handling, etc. If discounts were granted, they would show as a discount from 
the posted price of the product. 

If every invoice showed the “F.O.B. Refinery Price” for product, irrespective 
of whether there were additions to the total price for additional transportation or 
additional handling, or whether there were discounts, then comparisons of price 
would be much more obvious and it would be easier to discern price discrimination. 
Any reduction in such a posted price would benefit equally all customers supplied 
from that refinery. 

A small marketer could not be exposed to discriminatory price competition, 
because under such a system, the price could not be lowered in his market area 
alone, because a reduction in the posted price F.O.B. the refinery supply point 
automatically and equally reduces the price to all customers in all areas supplied 
from that refinery. 

In the opinion of the Committee, the system of point pricing or zone pricing 
now used by the oil companies provides much greater opportunities for discrimina- 
tion in price than a system based on a single posted price F.O.B. the refinery supply 
point. 


(4) F.O.B. Pricing and New Refiners 


In the same manner that the point system of pricing or the zone system of 
pricing enables an integrated company to lower prices in one point to compete 
unfairly with a small group of retailers or with a small wholesaler, so also, it 
permits discriminatory pricing to make things more difficult for a prospective 
new entrant into the business of refining. 

Generally speaking, the highest prices exist at points which are furthest 
from an existing refinery and have the highest transportation cost added. 

Accordingly, a new entrant into refining would likely build at a point with a 
reasonably large population which is remote from existing refineries. 

In chart 99, the locations of two existing refineries are each indicated by an 
R, and the concentric circles surrounding each, illustrate the areas supplied by the 
respective refineries and the rising prices as distances increase. 

Theoretically, a new refinery would be in the best competitive location if it 
was established half way between the existing two. The broken concentric lines 
indicate the area in which a new refiner could expect his costs of transportation 
to be the same or lower than his competitors. Within this area he should be able 
to compete equally or have some transportation advantage. 

However, under a system of point pricing or zone pricing, the existing re- 
finers could lower their prices in points or portions of zones to eliminate the new 
refiner’s transportation advantage at those points or within those portions of 
zones. 

Such a pricing practice wouldn’t hurt either of the existing refineries very 
greatly, because the lower prices would apply to only a small fraction of each re- 
finery’s volume. 

The new refinery, on the other hand, could be deprived of all of its ad- 
vantages of location and have to meet lower prices throughout its entire market 
area than existed before its decision to establish. Such an unfair pricing practice 
could impair its chance of becoming successfully established. 

Professor A. M. Moore, Department of Economics U.B.C. stated: 


“Effects of Compulsory F.O.B. Pricing 


(a) Basing point pricing enabled the established companies (following the price 
leader) to impose losses on new entrants who built refineries in the Interior 
(Kamloops and Taylor Flats). Presumably the objective of the manoeuvre was 
to discourage imitators. This is undesirable from the public’s point of view 
because penalty tactics impose barriers to new entrants into an industry. 

(b) Penalty tactics have some effect upon the location of refineries; they can pre- 
vent additional capacity from being built in the least - cost location. 

(c) When there is mandatory f.o.b. pricing and uniform refinery-gate prices to given 
classes of customers, the only way a refinery can push into the territory 
tributory to another refinery is by lowering the refinery gate price. Thus, f.o.b. 
pricing increases the possibilities that oil companies might engage in some 
price competition in the setting of dealer tank wagon prices.” 
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CHART 99 
POINT PRICING AND ZONE PRICING 


THE OPPORTUNITY FOR PRICE DISCRIMINATION AGAINST A REFINER BY 
LOWER PRICES IN ONE SEGMENT OF A REFINERY SUPPLY AREA. 
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However, if the marketing divisions of existing refiners were required to post 
a single set of prices F.O.B. their refinery supply point, then a reduction in the 
posted prices at that point would apply equally throughout the entire area sup- 
plied by that refinery, and could not be reduced in a segment of the market area 
to discriminate against one competitor by lowering prices at some supply points 
or within small parts of a price zone. 


A new entrant into the business of refining who located his refinery at a point 
distant from existing refineries, would have the assurance that existing refiners 
couldn’t compete unfairly by lowering their spot or zone prices in the immediate 
vicinity of his new refinery. If each refinery used F.O.B. Refinery Prices the 
new entrant into the business of refining would know that other refiners would 
have to lower their prices to all of their customers generally if they wished to lower 
their prices in his particular area and they couldn’t compete unfairly by simply 
lowering prices in a limited area adjacent to the new refinery. 


Imperial Oil, in its submission to the British Columbia Royal Commission, 
describes how it lowered its posted prices in the immediate vicinity of two new 
refineries shortly after those refineries were built. 


“For example, Kamloops, Kelowna and Salmon Arm illustrate the impact a 
new source of supply (the Kamloops refinery) can have. In this case, when the 
refinery was first established, Imperial’s judgment was that because of higher operat- 
ing costs, Royalite would not reduce posted prices in the area and that, as a Van- 
couver refiner, Imperial would be able to continue to recover its transportation costs. 
The competitive impact of the refinery and Royalite’s marketing practices were 
continually examined and at the time British Columbia crude became available 
Imperial anticipated that the lower crude cost would increase the competitive 
pressures already apparent. In the areas immediately adjacent to the Kamloops 
refinery Imperial’s market share was lower than in other markets more distant 
from that supply source. Additionally Imperial was feeling the effects of competitive 
discounts in consumer business in the area. Accordingly Imperial reduced its posted 
prices (in the vicinity of the Kamloops Refinery). 


Similarly the impact of the Taylor refinery led to price reductions at such points 
as Fort St. John, Prince George and Dawson Creek. Since 1957 dealer posted prices 
at these points have fallen substantially ... 


Now look at Quesnel and Kamloops. If compared to the past relationship of Van- 
couver posted price plus freight from Vancouver, the posted price to a dealer in Ques- 
nel would be 27.3 cents per gallon. It is, however, only 26.0 or 1.3 cents per gallon 
below that. The reason for this is that there have been competitive pressures at 
Quesnel from gasoline refined at and shipped from Taylor Flats near Dawson 
Creek.” 


“Similarly, the gasoline Imperial sells in Kamloops must compete with gasoline 
refined at Kamloops. As a result, Imperial has had to absorb a differential of 2.0 
cents per gallon against its earlier price relationships.” 


If the marketing divisions of integrated companies were required to replace 
their systems of point pricing or zone pricing by a single marketing division set 
of prices F.O.B. their refinery supply point, the opportunity for new refineries to 
get established would be improved, and the risk of discriminatory pricing would 
be reduced. 


Professor A. Milton Moore of the Department of Economics, University of 
British Columbia, who was Economic Advisor to the Royal Commission on 
Gasoline Price Structure in British Columbia, took the view that point pricing 
denied local refineries their locational advantages and constituted a barrier to 
new entrants into the refining business. He argued that compulsory F.O.B. pricing 
would encourage refineries to locate in the most economic location. He considered 
that F.O.B. pricing would increase the probability of some price competition be- 
tween refiners. He was of the opinion that F.O.B. pricing would not create local 
monopolies because of the established common practice by which integrated com- 
panies exchange or buy gasoline from one another. In accordance with this practice, 
a new refiner with a locational advantage would exchange or sell gasoline with 
other integrated companies who required refined products in the area where the 
new refinery is located, which would help to provide a market for its products. 
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Dr. Ronald A. Shearer, an Assistant Professor in the Department of Econ- 
omics at the University of British Columbia, took the same view as Professor 
Moore. He advocated pricing on an F.O.B. refinery basis, with gasoline available 
to all marketers at these F.O.B. prices. He considered that a pattern of purchases 
from the closest refinery would tend to guarantee that regional price differentials 
to service stations would reflect minimum cost differentials. 

Judge Morrow, in British Columbia, while apparently agreeing with the 
arguments of Professors Moore and Shearer, wanted additional justification before 
recommending imposition by government regulation of a system of F.O.B. pricing. 

Our Committee is of the opinion that if a government enactment required 
marketing divisions to post and use prices F.O.B. their refinery supply points, the 
oil companies would respect and observe the requirement, and no government 
administrative or enforcement staff would be required. 


(5) Conclusions re Pricing F.O.B. the Refinery Supply Point 


Our Committee is of the opinion that a pricing system based on posted prices 
F.O.B. the refinery supply point would be very much fairer than the present system 
with hundreds of pricing points or numerous pricing zones. 

Point pricing or zone pricing makes it possible for an integrated company 
engaged in refining and marketing to maintain prices at a high level throughout 
the majority of its pricing area, while at the same time lowering its price in a 
small area to compete unfairly with 

(a) a retailer or group of retailers in that area; 

(b) an off-brand wholesaler or cooperative whose operations are concentrated 

in that area; 

(c) a new refiner with a locational advantage in that area. 

In pricing at the marketing division level, three posted tank wagon prices 
are used, namely— 

(a) dealer posted tank wagon price, 

(b) commercial consumer tank wagon price, 

(c) other consumer tank wagon price. 

Under the present system for each pricing point or zone, the three tank wagon 
prices are posted. Every time such a set of prices is posted for a pricing point, 
or every time a zone boundary is varied, the possibility of price discrimination 
exists. 

In the case of an F.O.B. pricing system, the three tank wagon prices would 
be posted F.O.B. the refinery supply point only. 

All purchases in the area supplied from that refinery supply point would be 
expressed in terms of the single set of posted prices, and the additions for trans- 
portation and handling would be stated separately. The gasoline prices posted 
F.O.B. the refinery supply point could be discounted in the same manner as the 
prices posted at a pricing point are discounted. We considered that the granting 
of discounts to commercial, industrial, government and other accounts should 
continue, the only difference being that the discount would be granted from an 
F.O.B. refinery supply point price, rather than from one of numerous point prices 
or zone prices. 


(6) Marketing Division Sales, and Refining Division Sales 


In considering F.O.B. pricing, it should be borne in mind that there are two 
different levels of sales of the refined products produced by a refinery and two 
different levels of prices— 

(a) refinery sales made by the refining division to direct customers of that 

division; and 

(b) marketing division sales to customers of the marketing division of refined 

products produced by the refining division. 

The three posted tank wagon prices are marketing division prices to market- 
ing division customers which would be priced “F.O.B. the refinery supply point”. 

The refining division itself, through its refinery sales staff, deals directly with 
such customers as the marketing division of its own company, the marketing divi- 
sions of other integrated oil companies, off-brand wholesalers, and some very 
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large industrial or commercial consumers. Such refining division transactions may 
include product transfers to its own marketing division, product exchanges with 
other refiners, and actual sales to wholesalers and to large industries. These sales 
are usually at negotiated prices rather than posted prices and they, too, may be 
priced “F.O.B. the refinery supply point”. 


When it is recommended that marketing division sales be based on posted 
prices “F.O.B. the refinery supply point”, this of course does not mean that refining 
division sales have to be made at prices posted by the marketing division for its 
sales. 

From a physical standpoint, both types of sales may be delivered at the same 
place from the same tankage. 

Usually, just outside the refinery fence, there is a tank truck loading rack which 
is operated by the marketing division as a marketing division bulk plant. This par- 
ticular bulk plant has no gasoline storage of its own, but the truck loading rack 
is connected by pipelines running under the fence to refinery storage tanks. 

Let us consider five successive tank trucks which are loaded at the same rack 
with gasoline from the same tankage— 


(a) the gasoline which goes into the first truck represents a product transfer 
from the refining division to the marketing division, which in turn sold 
it to a brand name service station dealer at its posted dealer tank wagon 
price, and the product is loaded into the truck for delivery to the service 
station; 

(b) the gasoline going into the second truck also represents a product transfer 
from the refining division to the marketing division, which has in turn 
sold it to a commercial customer at a discount from the posted commercial 
consumer tank wagon price, and it is loaded into the truck for delivery 
to the commercial consumer; 

(c) the gasoline loaded into the third truck represents a product exchange 
with another integrated oil company, the marketing division of which 
has in turn sold it to one of its brand name dealers at the posted dealer 
tank wagon price, and it is loaded into the truck for delivery to the brand 
name service station of the other oil company; 

(d) the gasoline which goes into the fourth truck represents a direct sale 
from the refining division to an off-brand wholesaler, at a negotiated price 
expressed as a discount below dealer posted tank wagon prices, and the 
wholesaler has in turn sold it to one of its off-brand dealers, and it is 
loaded into the truck for delivery to the off-brand service station; 

(e) the gasoline loaded into the fifth truck represents a direct sale from the 
refining division, at a negotiated or tendered price expressed as a discount 
below commercial consumer tank wagon prices, to a very large industrial 
consumer, and the gasoline is loaded into the truck for direct delivery to 
that industrial consumer. 


Let us assume that each of the five tank trucks has the same physical capacity 
and has the same distance to travel to the point of delivery. 

The five purchasers do not pay the same prices for their gasoline even 
though it came from the same tank and incurred the same delivery cost. 

The two brand name service stations of company A and of company B will 
pay by far the highest price because each pays the posted dealer tank wagon price. 

The off-brand service station purchasing from the off-brand wholesaler will 
buy at a small discount below the posted dealer tank wagon price. 

The commercial customer who bought from the marketing division of the 
integrated company, bought at a discount below the posted commercial consumer 
tank wagon price, and his price per gallon is probably considerably less than that 
paid by either of the brand name service stations or by the off-brand service station. 

The large industrial consumer who bought directly from the refining division 
as a refinery sale, at a negotiated price pays less per gallon than any of the other 
four. 
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CHART 100 
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The first Sale from the refining Division to its Purchaser takes place 
at a meter in the pipe between the refinery and the loading Rack. 


The second sale takes place when the tank truck is loaded or unloaded. 


Professor Moore of B.C. in his brief to the British Columbia Royal Commission 
stated: 


“Our conclusion is that the largest discounts won by the commercial accounts are 
attributable to their bargaining power . . . rather than the lower costs of serving 
them . . . Some classes of customers do obtain gasoline at more favorable prices 
than do others”. 


Our Committee agrees with Professor Moore. The ties which bind each 
service station exclusively to one oil company completely deprive it of any bar- 
gaining power and service stations pay higher prices than those charged to many 
other purchasers of gasoline who are not tied to the same extent. 


Page 506 Part 8 


CHAPTER 36. PRICE COMPETITION 


(1) Controlled Price Competition For Retail Dealers 


In general, major integrated oil companies adopt a uniform price and do not 
enter into price competition with one another at any divisional level. 


They produce their own crude and transfer it from division to division internal- 
ly within their own company or family of companies. As there is no change of 
ownership, there is no internal need to fix or state a price when it moves from 
division to division. 


Each integrated company has a chain of “tied” retail outlets which must pur- 
chase from it exclusively, and which can’t purchase from any other company. 


Accordingly, there is no price competition at the point where the integrated 
company finally sells to its tied retail outlets. 


Although the oil companies exert every effort to avoid price competition 
between themselves, wherever possible, they appear to consider a little of it desir- 
able for their retailers. 


_ They follow some practices which makes price competition possible at the 
retail level, and other practices which encourage, or create competition, with their 
tied retail outlets. 


There is a semblance of price competition at the marketing division level, 
or wholesale level, because of the existence of off-brand wholesalers. However, as 
the off-branders are wholly dependent on the integrated companies, their competi- 
tion, both for supply, and for a competitive price, this competition is controlled 
and severely limited. 


At retail, the off-brand retailer provides apparently “independent” competi- 
tion for brand name retail dealers. The brand name retail dealer considers price 
competition is unfair if his retail competitor is able to buy at lower prices. If the 
brand name company wants to provide retail price competition for its brand 
name outlets operated by lessees or owners, to keep down their retail markups, 
there are three apparent possibilities: 


(a) to supply brand name gasoline to company owned stations, operated by 
employees or commission agents, at a lower price than the price to 
lessees and owners; 


(b) to supply brand name gasoline to company owned stations, operated by 
employees or commission agents, at the same price, but to operate at 
lower cost by economies of scale, or by paying commissions less than 
the retail markup; 


(c) to supply unbranded gasoline to off-brand wholesalers at a price which 
enables their outlets to compete in retail price. 


In the first two cases, brand name gasoline is sold at two prices, and the anger 
of the brand name lessees and owners about unfair competition is directed primarily 
against their own company. In the third case, only unbranded gasoline is sold at the 
cheaper price, but the fact that the off-brand gasoline comes from the refinery of 
the brand name company is only thinly disguised, so the oil company is still blamed 
in part by the brand name lessees and owners for this type of price competition. 


Several other methods by which the oil industry influences the pricing of its 
retail dealers were enumerated and discussed in Chapter 34. The operator who is 
trying to earn a living by running a business at a profit resents each form of inter- 
ference by the oil company because they either add to his expense or make it 
more difficult for him to earn a profit. 
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(2) Price Competition Attracts Customers 


With virtually every service station tied to buy exclusively from a single sup- 
plier, price competition in sales from marketing divisions to service stations is 
practically impossible. 


With all service stations buying at uniform dealer posted tank wagon prices 
and oil companies using effective methods of controlling retail pump prices, 
price competition at the retail level is at a minimum. 


Curb prices are not posted, oil company advertising never emphasizes price, 
and the majority of motorists assume a uniform price and are unaware that price 
differences exist. 


Price competition was not being used by major brand companies as a means 
of attracting customers. 


At the same time as price competition was being minimized, competition in 
other forms was being stressed. 


Privately owned outlets were being eliminated by oil company policies of 
building too many service stations and subsidizing lessee outlets which enabled 
them to survive when owned outlets failed. Oil company policies of building too 
many service stations were justified by theories of “protective representation” 
under which every company wanted to be represented in every market, no matter 
how small, and “motorist convenience”, which argued that the most important 
consideration to the motorist was convenience and if you wished his business you 
had to have a station in a location that was close and convenient to him. These 
theories were so seriously advocated for so long that oil company marketing people 
were conditioned to believing their own propaganda, and became oblivious to 
economies of retailing and attractions of price. 


From their behaviour in building too many service stations, whose small 
volumes were dispensed at maximum costs per gallon, they appeared to overlook 
the drawing power of price competition and to be dubious about the prospects of 
saving marketing costs by economies of scale. 


The application of efficient retailing techniques to the sale of gasoline by 
department stores, who are always conscious of the attractions of price, and by 
some other large off-branders, gained a degree of success which appears to have 
surprised the oil companies. 
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THOUSANDS OF GALLONS 


Imperial Oil Limited, in its presentation to the B.C. Royal Commission on 
Gasoline Price Structure, stated as follows— 
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“Private branders entered the market first relying almost entirely on price to 
attract business . . . In metropolitan Vancouver they accounted for an estimated 
11 percent of retail sales by 1962. 

Chart 101 shows the estimated average volumes handled by major brand and pri- 
vate brand outlets in the Lower Mainland and Victoria markets. While these volumes 
represent Imperial’s estimates, they are reasonably accurate. This exhibit shows that 
industry outlets sell an average of 112,000 gallons a year; Imperial stations average 
140,000 and other major brand outlets average 100,000. Private branders, however, 
average 272,000 gallons. In other words, the private brand outlet is doing 94 per- 
cent more business than an Esso station on the average, 143 percent more than 
the industry generally, and 172 percent more than majors other than Imperial. 
Since these average figures contain a wide variety of outlets and locations, one 
cannot properly attribute all of the difference to price but the impact of a price 
differential between outlets is certainly part of the answer.” 


CHART 101 
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In Alberta, we found that department store outlets differ very greatly in 
characteristics and in volume from one’s usual mental image of an off-brand 
outlet. Chart 20, appearing in Chapter 7 of this Appendix, illustrates the compara- 
tive volumes in Alberta of off-brand outlets and department store outlets. Because 
of the obvious differences between department stores and the customary off-brand 
outlets, we categorized department stores as a different category than off-brand 
outlets generally. Imperial, in its comments about B.C. volumes, has placed depart- 
ment stores and other off-branders in the same category, which tends to raise 
the average gallonage figure quoted for off-branders. 


The department store is aware of the attractions of price to its customers. The 
department store has experience with economies of scale, under which capital 
costs per unit of sales, and labor costs per unit of sales, can be reduced by increas- 
ing volume, and by greater efficiency in the use of capital and labor as described 
in Chapter 23 of this Appendix. 


In Imperial Oil’s presentation to the B.C. Royal Commission, it illustrated the 
extent that price attracted customers in three separate cases: 


(a) Northview Esso in Nanaimo, 
(b) Woodwards Oakridge in Vancouver, 


(c) Canadian Tire Company in Toronto. 


Imperial Oil’s presentation respecting these three cases read in part as follows: 
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CHART 102 


EFFECT OF PRICE DECREASE ON DAILY GASOLINE 


VOLUME AT IMPERIAL OIL NORTH VIEW STATION 


Northview Esso in Nanaimo 


“Another way to illustrate the impact of price differentials is to outline the history 
of Northview Esso in Nanaimo. 

In June, 1963 Imperial conducted a price survey in Nanaimo. Major brand 
outlets were posting pump prices between 45.9 and 46.3 cents per gallon for the regu- 
lar grade and from 49.0 to 49.7 cents per gallon for premium grade. There was one 
discounter and its prices were 43.9 for regular and 46.9 for premium, 

On August 29, prices at Northview Esso were reduced to 43.9 cents a gallon 
for Esso and 48.9 for Esso Extra. Chart 102 shows the sales volumes of Northview. 
The day before the station reduced its prices, it sold 804 gallons. On the day follow- 
ing, sales rose to 1,999 gallons and continued to climb for several days, passing the 
3,000 gallon a day mark on September 6. After September 6, and more noticeably 
after September 8, sales declined to the 2,000 gallon level. It was during this period 
that competitive stations began posting lower prices.” 
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Woodwards Oakridge in Vancouver 


“Chart 103 shows what happened to the sales volumes of six Esso stations in Van- 
couver when Woodwards Oakridge station opened for business in their trading area. 
The exhibit shows the total volume of business done by the Esso station since 1953, 
using that year as an index base of 100. During the years 1953 to 1957-58, the 
Esso stations had a fairly rapid growth rate. In April, 1959 Woodwards opened 
their station offering discounts of three cents a gallon. The exhibit shows that busi- 
ness at the six Esso stations then fell back to about the 1954 level and stayed there 
until 1962 when volumes began to recover.” 
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Canadian Tire Company in Toronto 


“One more example of the impact of private branders on volumes has been shown 
because it is one of the few studies available which gives an accurate description of 
the pulling power of a discount operation. This was a study of two Canadian Tire 
outlets in Toronto during 1961. The two C.T.C. outlets have operated with discounts 
and premiums which are then redeemable on merchandise sold in Canadian Tire 
stores. By doing an actual tabulation of the vehicles going into the outlets and then 
tracing their home origin by means of the licence plates, an accurate picture of the 
trading area affected by the discount outlets was obtained and this was compared 
with known Esso trading patterns. 

Chart 104 indicates the wide dispersal of the C.T.C. gasoline purchasers. Less 
than seven percent of the customers of the one outlet and less than 10 percent of 
the second outlet lived within 34 of a mile of the outlet they patronized. Normally, 
in the fringe residential districts of metropolitan cities like Toronto, major brand 
stations derive approximately 40 to 45 percent of their business from customers 
living within a %4 mile radius and in concentrated residential areas the percentage 
is between 55 and 65 percent. In a mixed industrial and residential district the 
percentage is around 30 percent. 

From this it is evident that discount operations can pull customers in from 
over a Wide area.” 


(1776 O'CONNOR DR.) 
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(3) The Public Interest in Off-Brand Price Competition 


Privately owned service stations having been largely eliminated by oil com- 
pany policies of building too many service stations and subsidizing lessee outlets, 
there is no longer as much need for the “cartel’’ to maintain too many service 
stations, so surplus stations can now be closed. 


The success of large scale, low cost, efficient merchandisers, such as Canadian 
Tire and the department stores, indicated that convenience was not the most 
important consideration to the motorist and that the motorist could be attracted 
from a wide area. The motorist will apparently forego convenience for a lower 
price. 

The oil companies now appear to be turning to larger outlets to gain econ- 
omies of scale and to reduce the cost per gallon of retailing gasoline. 


In answer to question 28, of oil company questionnaire 7, one major com- 
pany stated: 


““ 


.. the service station of tomorrow will have to incorporate facilities of more 
varied scope than the simple two pump two bay outlet . . . (mame of company) 
has not built a simple two bay two pump outlet since 1963”. 


Several companies appear to be building large, strategically located stations, 
such as service centers, which have several service bays and are equipped to 
handle very large gallonages. 


Department stores with their large volumes, their low costs per gallon, and 
their merchandising practice of combining larger volumes with lower markups, 
seem more inclined to pass their savings on to their customers than has been the 
case with conventional gasoline marketers. Their success appears to have stimu- 
lated oil companies to accelerate changes in their marketing practices. 


Motorists pay a higher price for gasoline than any other category of gasoline 
purchaser, due in part to the high cost of retailing. Costs of retailing are high 
because of oil company practices of 

(a) building too many service stations; 

(b) subsidizing uneconomic lessee outlets; 

(c) eliminating price competition in sales by oil companies to service stations 
by the system of tied outlets; 

(d) suppressing real price competition at retail by discriminatory point pric- 
ing, or zone pricing, and by commission consignment aimed at particular 
price competitors; 

with the result that volumes are so low, in most outlets, that the cost per gallon 
of retailing are unnecessarily high. Price competition would normally eliminate 
uneconomic outlets and wasteful marketing practices, but only limited price com- 
petition is permitted. Accordingly, the high costs of inefficient retailing must 
ultimately be borne by the purchaser, the motorist. 


It is in the public interest that off-branders, generally, and department stores, 
in particular, should have an assured supply of gasoline so that their ability to 
compete and introduce innovations into the marketing of gasoline is not impaired. 


A. Milton Moore, Professor of Economics at the University of British 
Columbia, in March of 1968 made a submission to the Special Committee of the 
Legislature of British Columbia appointed to review the pricing of gasoline in 
which he stated: 


“There must be a sufficient number of dealers in each market who exert a down- 
ward pressure on pump prices. And there is not likely to be sufficient constraint 
on the dealer’s markup unless 20 or 30 per cent of the gasoline sold in a market is 
sold by ‘gas bars’ which adopt the strategy of “low markup — high volume”. 
And it is usual for most of these gas bars to sell unbranded or private brand 
gasoline. Consequently, an assured supply of private brand gasoline to independent 
dealers at a competitive price is a necessary condition of a stable, healthy gasoline 
retailing industry. When the cut-rate dealer is not in the market, pump prices 
tend to be raised to cover costs — including the costs of excess capacity. And 
whenever this is the case, someone is bound to build more stations and add to the 
excess capacity. So the situation goes from bad to worse because the additional 
capacity adds to costs, the volume of sales per station decreases and an increase 
in the dealer’s mark-up is required to enable the dealer to cover costs. There can 
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be no curb upon capacity becoming wastefully excessive unless there are price 
cutters who push the pump price down to the minimum required to cover fair 
wages and profits when the station is handling all the customers possible during 
the peak hours of trade without keeping customers waiting. 

At present, the only source of private brand gasoline available to dealers who 
want to be truly independent is the private brand jobber. However, the jobber’s 
supply is itself not assured. Consequently, the jobber cannot guarantee a supply at a 
competitive price —- which means a guarantee that he will sell to his independent 
dealers for a lower price than that paid by the major brand service station dealer. 
To remedy this defect of the market, I suggest that the Government of B.C. be 
prepared to perform a jobbing function. The provincial government now buys a 
great deal of gasoline from the major oil companies. The companies bid at tender 
for supply contracts and the prices bid are several cents below the prevailing dealer 
tankwagon price. That is, the government of the province as well as municipal 
governments and large commercial accounts, buy at prices corresponding to the 
price to a jobber rather than the price to a service station. I recommend that 
the provincial government stand ready to be the residual supplier of unbranded 
gasoline to the independent private brand jobber. That is, whenever a jobber has 
difficulty in finding a supply of gasoline sufficient for his needs at the usual jobber’s 
price, the provincial government should be prepared to sell gasoline to him at that 
price. Armed with this guarantee of supply at a competitive price, the independent 
jobber would be in a position to guarantee supplies to independent dealers at a 
price less than the dealer tankwagon price of major brand gasoline. At present, the 
independent jobbers of unbranded gasoline cannot win a sufficient number of in- 
dependent service station customers to make their operations viable. Consequently, 
the jobbers have been forced to copy the major oil companies by building or other- 
wise acquiring stations which they lease to their own lessee dealers or operate by 
commission agents. If the independent jobbers had full security of supply of un- 
branded gasoline at a competitive price I would expect that they would be able 
to persuade a substantial number of independent dealers of major brand gasoline 
to become their customers when their supply contracts ran out. I would expect that 
the lure offered would be an undertaking to sell unbranded gasoline at one or two 
cents below whatever the dealer tank wagon price of major brand gasoline happened 
to be. By so doing, the independent jobbers could capture a larger share of the 
market. And, since a service station which sells unbranded gasoline must obtain a 
large volume of sales to be profitable, I would expect their undercutting of the 
pump prices of major brand dealers to be a stable feature of the market — rather 
than a spasmodic affair as it has been so far. Consequently, there would be the 
steady downward pressure upon dealer margins which is needed to prevent excess 
capacity. If the private brand jobbers did not respond to an assurance of supplies 
of unbranded gasoline at a competitive price by guaranteeing supplies to independent 
stations at a discount, I would recommend that the provincial government perform 
that function itself, through a crown corporation. 

Once the independent major brand dealers (owned outlets) possessed the very 
real alternative of switching their supplier from a major brand company to a 
private brand jobber, their bargaining position vis-a-vis the major oil companies 
would be much enhanced. For example, I should expect that the pressure on the 
independent dealers to participate in sales promotion schemes would be reduced. 
At the second remove I would expect that the bargaining position of the lessee dealer 
would also be improved. Now, he has no effective alternative to remaining a 
lessee dealer. But once it became possible to operate an independent station profit- 
ably, some of the successful lessee dealers who could accumulate a little capital could 
realistically plan to go into business for themselves. And the possession of this 
alternative would act as a constraint upon the freedom of action of the major oil 
companies in their dealings with their lessee dealers.” 


Our Committee agrees with Professor Moore that, it is in the public interest, 

(a) that off-brand wholesalers should have an assured supply of gasoline; and 

(b) that their supply should be at a price which enables them to be competi- 

tive at retail. 

Professor Moore has outlined one method which, in his opinion, would 
guarantee off-branders a supply at a competitive price. Our Committee considers 
that other methods also have possibilities. 

If the government does not wish to become involved directly in the business 
of marketing gasoline through a Crown corporation or otherwise, refiners could be 
requested to make available a certain percentage of their production to the off- 
brand market. Perhaps legislation could be enacted providing that no refiner may 
refuse to sell to an off-brand wholesaler, unless the refiner is already selling 25% 
or more of its production to such off brand wholesalers. 

On the question of price, the Committee considers that the price to an off- 
brand wholesaler should be the same as, or very close to, the transfer price from 
a refining division to a marketing division. In the case of some major integrated 
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companies at least, refining and marketing are considered as “a single profit 
center” and they do not presently use a transfer price. However, the integrated 
company could fix and determine a transfer price, in the same way that it is now 
required to fix and determine a tranfer price in respect of crude passing from its 
production division to its transportation or refining division, when it is being ex- 
ported from such countries as Venezuela or The Middle East. In that case, the 
transfer price is fixed primarily for the purpose of calculating royalties, or makeup 
payments, payable to the government of the exporting country. By similarly fixing 
a transfer price from a refining division to a marketing division, this “price” would 
represent the realization of the refining division and also the “cost” of the market- 
ing division. 

An off-brand wholesaler, which performs the same function as the marketing 
division, should pay either the same price as the marketing division or within one 
cent per gallon of the transfer price to the marketing division. If the off-brand 
wholesaler can effect economies of marketing, which enables it to supply its 
retail outlets at a lower dealer tank wagon price, this would be an incentive to 
the marketing divisions of brand name integrated companies to effect economies 
in marketing and keep their dealer tank wagon prices competitive. 

The price competition, thereby enabled, would tend to eliminate wasteful 
practices such as building too many outlets, subsidization of uneconomic outlets, 
“giveaway” advertising promotions, and, hopefully, to lower retail prices to the 
motorist. Alternatively, it would give the motorist a genuine choice between brand 
name products and convenience on the one hand, and off brand products and 
cheaper prices on the other hand. ; 


(4) Conclusions and Recommendations re Price Competition 

In considering the relationship between oil companies and service station op- 
erators, we are of the opinion that many of the more serious problems which do 
exist are due to the desire of the oil companies to administer prices and to restrict 
price competition. If price competition existed at various levels, many of these 
problems would disappear. 

The oil industry is a vertically integrated, monopolistic industry in which 
prices are administered and controlled, and where price competition is practically 
non-existent. 

Professor T. Barna of The Monopolies Commission in Great Britain stated: 


“In the petrol trade the incentive of the retailer . . . to improve service is greatly 
reduced since the suppliers discourage him from seeking higher turnover by reducing 
prices.” 


“Esso has offered its solus retailers a bonus for additional sales but it has empha- 
sized that the retailer should obtain additional sales by improved lighting on the 
station, by staying open longer, or by employing more staff, but not by cutting 
prices. 

The world’s export crude is controlled by 8 gigantic companies which are 
closely interwoven in joint producing companies and other forms of close co- 
operation. 

The same eight companies, which largely control the world’s export crude, 
are the world’s largest refiners and marketers. At the point where these oil com- 
panies finally sell their gasoline to service stations, such sales are to “tied” outlets 
bound to purchase exclusively from one company. Such “‘tied’’ outlets have no 
bargaining power and no choice, and they buy at the highest prices paid by any 
class of customer. 

Service station operators complain about lower prices paid by commercial 
consumers and industrial consumers. Some price competition does exist for such 
sales. These consumers are not “tied” by exclusive buying contracts, and, as a 
result, their bargaining power produces lower prices. 

The off-brander is primarily a customer of the integrated oil companies 
(rather than a competitor). The off-brander is a competitor of retail service station 
operators (as distinct from a competitor of the oil companies) and his retail com- 
petition is severely limited and controlled by the integrated oil companies. 

The system of point pricing, or zone pricing, used by the oil companies, per- 
mits price discrimination and unfair pricing which can be used to eliminate possible 
price competition from specific retailers, specific wholesalers, and specific refiners. 
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The oil companies use commission consignment to control retail prices. It 
is an effective two-edged sword. Its use forces off-brand outlets, which want to 
compete in price, to raise their prices, and forces brand name dealers to accept 
lower earnings. 

The integrated oil companies, in their desire to control all pricing in the 
industry from the well head to the motorists tank, sell their gasoline to service 
stations, but still use many devices to influence the price the retailer can charge. 
These efforts to control retail prices impose strains on the relationships between 
oil companies and service station operators. 

In our opinion, the entire oil industry is geared to the elimination of price 
competition at every level and as far as the law allows. 

If conditions were altered to encourage a greater measure of price competition 
in this monopolistically inclined industry, we believe the motorist would benefit 
from lower prices and many of the sources of friction between the oil companies 
and their operators would be removed. 

A number of steps could be taken, each of which would permit or encourage 
a greater measure of price competition at different levels in this integrated industry. 


1. Posting of retail prices. Price is a more significant factor in attracting 
customers than many of the presently advertised attractions, such as prizes or pre- 
miums, the cleanliness of wash rooms, etc. The advertising of price would tend 
to promote price competition at retail, which, in turn, would encourage study 
of what wasteful marketing practices could be eliminated, thereby reducing costs. 

In an article in the October 1968 issue of “Consumer. Reports”, an article 
entitled “Buying Gasoline”, reads in part as follows: 

“Price, however, is something else. Prices for a given designation of the majors 
differ from city to city, differ within the same city, differ from the independents’ 
prices, and change seasonally. Obviously you must shop around if you're interested 
in price. We found that, on average, buying a major brand at a cut-rate station 
will save you about 1.5c per gallon over the price for the same brand at a regular 
station, regardless of designation. And if you can switch from a branded gasoline 
sold at a regular price to an independent gasoline sold cut-rate, you can save about 
4c per gallon. That adds up to $28 a year for 700 gallons, which is about the na- 
tional annual average gas consumption per car. As for price wars, the one in 
Milwaukee saved drivers as much as llc for ‘premium’ and 4c a gallon for ‘regular’, 
without loss in octane values.” 

A large percentage of motorists are unaware that differences exist in retail 
prices. You can’t have price competition if the public is unaware of differences 
in price. In the public interest, all retail outlets engaged in the sale of gasoline 
to motorists should be required to post a sign showing the price per gallon of 
gasoline in figures large enough to be clearly visible by passing motorists. If the 
price includes fractions of a cent or decimals, such figures should not be less than 
half the size of the figures representing cents. Curb price signs are posted during 
price wars, but, are quickly removed when price differentials are reduced to normal 
levels. We recommend that such price signs be required at all times. 

The price per gallon should also be clearly entered on each invoice or receipt 
given to a customer, and not just the total dollar amount of the gasoline purchase. 


2. Severance of exclusive buying and other restrictive ties. Oil companies 
sell their gasoline to service station operators. Price competition is practically im- 
possible in such sales because nearly all service station operators are bound by 
long term contract to buy exclusively from a single oil company. Service station 
operators have no freedom to respond to price competition, even if it existed. There 
is no point in the oil company offering lower prices to attract more volume because 
service station operators are tied and cannot respond. The severance of exclusive 
buying provisions, and other restrictive ties, would be the greatest single step that 
could be taken to restore the opportunity for competition on the basis of quality, 
service and price. 

3. Prohibition of Commission Consignment. The gigantic integrated oil 
companies, which operate internationally, generally refrain from price competition 
with one another. If price competition develops it usually originates from a small 
operator, with relatively limited resources, who markets in a limited area. The 
integrated companies institute commission consignment so that price competition 
from such a source can be isolated, confined, and either disciplined to acceptable 
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price differentials or driven out of business. The use of commission consignment 
halts the price competition, and in the process, the service station operators, who 
were placed on commission consignment, may suffer severe financial losses. Price 
competition benefits the motorist, and it is in the public interest that new marketers 
should develop as a small counter balance to the marketing dominance of the 
“cartel” companies. Temporary price reductions in a limited area, directed toward 
the elimination of competition are unfair and not in the public interest. We 
accordingly recommend prohibition of the system of commission consignment in 
the case of leased stations and in the case of owned stations. 

4. Elimination of cost of service stations from wholesale tank wagon cost 
of gasoline. The service station dealer when he buys gasoline pays for 

(a) all the costs of producing and refining gasoline; and 

(b) some costs of providing oil company owned service stations. 

This is discriminatory against the service station dealer who owns and pays for his 
own service station, because in his wholesale price of gasoline he is compelled to 
pay part of the cost of providing service stations for lessees who are his competi- 
tors. This practice tends to eliminate independent competition by eliminating the 
owned service station which has more independence and bargaining power. It 
helps the oil company to subsidize its lessees and to maintain the monopolistic 
position of the “cartel” in marketing. 

The cost of providing service stations is not a refining expense, but, is a 
retail expense which should not be included in the wholesale cost of gasoline. The 
Service station operator’s cost of gasoline could be reduced 1.87c per gallon by 
eliminating the cost of providing oil company owned service stations. Building 
of service stations is not a cost of refining, and if price competition existed between 
refiners a lower price per gallon could be offered by a refiner who wasn’t asking 
his gasoline customer to pay for the cost of building service stations. 

5. The cost of credit cards. The cost of credit cards is also a cost of retail- 
ing rather than a cost of refining. The cost of credit, desired by the customers of 
a service station operator, is not a cost of manufacturing gasoline. It is a retailing 
cost which arises after the service station has bought the gasoline. However, the 
cost of credit cards is also recovered from the wholesale dealer tank wagon price 
for gasoline. 

This practice tends to eliminate independent competition by making it more 
costly for independents to compete at retail. The integrated company recovers its 
cost of granting retail credit when it sells gasoline to service stations. An indepen- 
dent, competing with the integrated company, has to buy gasoline, and in addition, 
has to pay the cost of providing credit to its retail customers. We recommend that 
the cost of credit cards be eliminated as an element entering into the wholesale cost 
of gasoline, which would enable the reduction of the posted dealer tank wagon 
price by more than 2c per gallon. We recommend that the oil company recover 
its cost of credit cards by adding to each credit card customer’s monthly statement 
a credit service charge based on the purchases actually made on credit by that 
customer. This would give the customer a free choice of whether he wished to 
purchase for cash and save the cost of credit or whether he wished to use the credit 
card service and pay the costs for this convenience. The cost of gasoline to the 
service station operator could be reduced 2c per gallon if it did not include the 
cost of service stations and the cost of credit cards. 

6. Separation of Wholesale and Retail Financial Records. Any oil company 
or other supplier of petroleum products which sells gasoline to service stations, and 
which directly or indirectly owns or controls service stations shall keep separate 
financial records for its wholesale or marketing division as distinct from its retail 
division. The marketing division records or wholesale records shall include all.ex- 
penses, costs, and income relating to sale and distribution of products to retail out- 
lets. The Retail Division records shall include 

(a) all costs of acquisition of service station sites; 

(b) all costs of planning, construction, maintenance, renovation and repair 

of service station premises; 

(c) records of moneys advanced to service stations secured by mortgage or 

otherwise; 


Page 518 Part 8 


(d) costs of equipment, either purchased for service stations, loaned to ser- 
vice stations, or being rented to or sold to service stations; 

(e) rents paid for service stations and rents or occupancy charges received 
from service stations; 

(f) taxes, utilities and other rates, charges and licenses paid in respect of 
service stations; 

(g) interest in respect of monies borrowed by the oil company to provide 
service stations, and interest received by the oil company from service 
station mortgages or loans; 

(h) costs of training for service station operators; 

(i) costs of credit cards used by customers who purchase from service 
stations; 

(j) all other income costs and expenses relating to ownership and opera- 
tion of service stations by the company and administration of service 
stations by the retail division. 


By removing retailing costs from the marketing division, this could reduce 
marketing division costs by 50% or more, which would enable a substantial reduc- 
tion in Dealer Posted Tank Wagon Price. Privately owned retail outlets would be 
competing on a fairer basis with oil company owned lessee operated outlets which 
would no longer receive the discriminatory rental subsidy. 


7. Pricing F.O.B. the refinery supply point. The present system of point pric- 
ing, Or zone pricing, provides opportunities for discriminatory prices and unfair 
price competition which can be used to eliminate possible competitors, and tends 
to preserve the monopolistic position of the integrated international companies. 
If pricing f.o.b. the refinery supply point was required, businesses which wanted 
to compete in price to become established, whether at retail, wholesale, or refining 
levels, would have a greater opportunity of success. 


8. Assurance to off-branders of adequate supplies at competitive prices. Off- 
brand operators and department stores, nothwithstanding the limitations and re- 
strictions under which they now operate, obviously introduce an element of com- 
petition which is desirable from the public point of view. As they are wholly de- 
pendent both for supplies and for price on the integrated oil companies, with 
whom they compete, it is obvious that they are vulnerable. We recommend that 
no oil company owning a refinery can refuse to sell to or to supply the require- 
ments of any off-brand wholesaler who does not have refining facilities of his own, 
unless 25% or more of the refiner’s production of gasoline and diesel is already 
being supplied to other similar off-brand wholesalers. We further recommend 
that the price chargeable to an off-brand wholesaler shall not exceed the transfer 
price from the refining division of the integrated company to its marketing division 
by more than Ic per gallon. 

The Committee finds difficulty. in justifying a volume discount on any basis of 
cost, as between customers who take delivery in full tank truck loads. We men- 
tioned a differential of 1¢ per gallon, mainly because a differential now exists, but 
it certainly should not exceed 1¢. 

About half of all gasoline deliveries are made in Edmonton and Calgary from 
refineries located in those cities. Deliveries, whether to service stations, commercial 
customers, or industrial customers are normally by tank truck. What happens from 
a physical standpoint is illustrated in Chart 100. 

Each separate tank truck load is really a separate transaction, just in the same 
way that each separate time a motorist fills the tank of his car in a service station 
is a separate transaction. Each has to be individually recorded, a delivery slip pre- 
pared and an invoice rendered. A large volume customer may get one invoice 
covering several tank truck loads, whereas a small volume customer may get a 
separate invoice for each load. 

The truck loading rack at the refinery is like a service station on a large scale, 
except that instead of motorists driving in to fill the tank of a car, each customer 
who drives in receives a tank truck load of some thousands of gallons. 

The gasoline is in storage in tankage on the refinery site. Just outside the re- 
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finery site separated by a fence is a truck loading rack which is connected by pipe- 
line to the refinery storage. When a truck pulls up to be loaded at the loading 
rack, gasoline flows from the refinery tankage through a pipeline to the loading 
rack and into the truck. There is a meter in the pipeline where possession of the 
gasoline changes from the refinery to the purchaser from the refining division, e.g. 
the marketing division or the off-brand wholesaler, etc. 

The marketing division or the off-brand wholesaler is only briefly in physical 
possession of the gasoline, for the short time it flows from the meter through the 
loading rack, and while the tank truck is actually travelling the five or ten miles to 
the customer’s storage in the city, which may total approximately one-half hour. 
The tank trucks operate on a shuttle service from the loading rack to the custo- 
mer’s storage, whether the customer is a brand name service station, a commercial 
consumer, an industrial consumer or an off-brand service station. 

What differences in cost are there between supplying different types of pur- 
chasers such as service stations, commercial consumers or industrial consumers, or 
between supplying a large volume purchaser and a smaller volume purchaser? 

The marketing division’s annual requirements might be 14,000 truck loads, 
which are loaded and delivered daily to hundreds of service stations at differing 
addresses. An off-brand wholesaler such as Woodwards might have an annual re- 
quirement of 400 such truck loads, to be loaded and delivered in daily installments. 
A single large service station might have an annual requirement of 100 such 
truck loads, to be delivered at intervals throughout the year. A commercial or in- 
dustrial consumer might have an annual requirement of 50 such truck loads to be 
loaded and delivered at designated intervals. The Committee can see no difference 
in cost whatsoever between a truck load, loaded and delivered in this way to one 
kind of customer as compared with another kind of customer. 

The volume of gasoline going into each truck is handled identically and the 
date and volume have to be recorded and communicated to the customer irrespec- 
tive of who he is. There may be a small difference in billing costs. A marketing 
division or an off-brand wholesaler may each receive a monthly or an annual bill- 
ing, whereas a service station operator receives an invoice for each load. A differ- 
ence in price of one cent (1¢) per gallon between a marketing division and an off- 
brand wholesaler like Woodwards would amount to $60.00 per tank truck load, 
assuming a 6,000 gallon tank. A marketing division which took annual delivery of 
14,000 truck loads at a one cent discount would pay $840,000 less than if the price 
to both were the same. 

It is the same principle as giving a cheaper price per gallon in a service station 
to the motorist who fills up four times per week, as compared with the motorist who 
fills up once per week. 

The other argument for a volume differential for a large purchase is based on 
economies in refining costs. In Chapter 30 (3) we conclude that the total cost of 
refining would vary from approximately 2¢ per gallon to 3¢ per gallon. A price 
differential of 1¢ per gallon between the large volume purchaser and a smaller 
volume purchaser would accordingly represent from one-third to one-half of the 
total cost of refining. In Chapter 33 (4) it was concluded that price discounts 
granted to commercial customers range up to 10¢ per gallon which is more than 
three times the total cost of refining, and such discounts cannot be accounted for 
by economies in refining. 

Our conclusion accordingly is that if there is to be a differential between the 
“transfer price” charged by a refining division to its marketing division as com- 
pared with the price charged by the refining division to an off-brand wholesaler, 
such differential should not exceed 1¢ per gallon. 

It seems to the Committee that if discounts were to be related to savings in 
cost, the maximum discounts should be offered for the maximum single delivery. 
For instance the discount to the purchaser of a 7,000 gallon tank truck load should 
be slightly higher than the discount to a person who takes delivery of a 6,000 gal- 
lon tank truck load. We see little justification for a price differential between two 
customers each of whom takes delivery of the same size of tank truck load, evep 
though one customer agrees to take a larger number of such loads. 
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PART 9 
BULK DISTRIBUTION AND SALES 


Chapter 37. Functions and Remuneration of Bulk nen 
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PART 9 
BULK DISTRIBUTION AND SALES 


CHAPTER 37. FUNCTIONS AND REMUNERATION OF BULK AGENTS 
AND FARM DEALERS 


(1) Functions of Bulk Stations 

A large portion of the merchandise marketed by oil company marketing 
divisions, is physically handled by bulk stations and farm dealers. In 1965 oil 
companies had 1140 such outlets located in Alberta. Most marketing companies 
had some bulk outlets in every area of the province. 


Bulk Stations have two main functions: 

(a) the handling function of receiving and distributing products that have 
been sold by an oil company marketing division, to its retail dealers and 
service stations, to its farm dealers and to its larger industrial and com- 
mercial accounts, 

(b) the sales function of receiving, storing, selling and delivering products to 
farm consumers and to smaller industrial and commercial accounts. 


The customers serviced by a bulk station are classified into two groups: 

(a) assigned accounts, being customers who purchase from the marketing 
division of the oil company but are supplied by a bulk agent who is 
paid a handling commission of from 2c to 2.1c per gallon for delivering 
the product; 

(b) unassigned accounts, being customers who purchase from the bulk agent 
who is paid a sales commission of from 2c to 5c per gallon. 


The “assigned accounts” are usually governments, the larger commercial and 
industrial accounts, and other large volume customers. They may include some 
smaller remote retail outlets not served by direct tank truck deliveries. The “un- 
assigned accounts” are usually farmers, householders for fuel oil and smaller 
industrial commercial accounts such as small contractors and small truck lines. 

Farm dealers perform the sales function only, as they just receive, store, 
sell and deliver products to farm consumers. (See Charts 105 and 106). 

The volume “handled” by bulk stations exceeds the amount “sold” by bulk 
stations because they only sell a portion of the volume they are required to handle. 
They perform a handling and distribution function only in respect of service 
stations and retail dealers, and larger commercial and industrial accounts, many 
of whom purchase directly from the marketing division, but obtain delivery from 
a bulk plant due to remoteness from a refinery which makes direct deliveries 
uneconomic. 

However bulk stations and farm dealers do have a considerable volume of 
their own sales consisting of: 

(a) practically all farm consumers; and 

(b) large numbers of smaller commercial or industrial consumers. 

Bulk stations and farm dealers handle a variety of products. Their largest 
volume comes from the handling of petroleum products such as gasoline, diesel, 
lubricants, heating fuels, propane, etc. They may also handle farm chemicals, 
fertilizer and tires, batteries and accessories. 


(2) Number of Bulk Outlets and Volume Handled 

Only 13 of the 1140 brand name bulk stations and farm dealers in Alberta 
were operated by salaried employees. The balance, 1,127, were operated for the 
oil companies by commission agents. 

The terminology used by oil companies differs slightly, but the functions are 
the same. For instance in British American Oil a bulk station which performs the 
handling and distribution function is called a Branch if salary operated, and an 
Agency if commission operated. A bulk station which performs the sales function 
is called a Distributorship. Consequently most bulk stations have the dual role 
of agent and distributor, and the agent signs both an Agency Agreement, and a 
Branded Distributor Agreement. 
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CHART 105 


CHANNELS OF PHYSICAL DISTRIBUTION 
HANDLED BY BULK AGENT 
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SOURCE: GASOLINE MARKETING ENQUIRY RECORDS. 
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CHART 106 


CHANNELS OF SALES 


BULK AGENT TO CONSUMER 
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Table 161 


Number of Bulk Outlets 
Classified by Type of Operation — Alberta, 1965 





Bulk Farm 

Agent Dealer Employee Total 
“Cartel” Brand 
Imperial 2 ee eee Se. £8 See 200 86 3 289 
Bi As, ccccr eee ee 240 0 S) 245 
Rovyalite” 4.4.5 Sass vivsiosscs ics Se ean 147 69 0 216 
Shell ... iixdlvsdineintns nicer fee 50 95 3 148 
TOXACO . hicicen eee 32 8 9) 42 
Standard!) “4223 oo ee eee 0 0 0 0 
Subs Votal ee eee . os. easoOD 258 13 940 
Other Brand 
Redérated . coca ee eee 18 0 0 18 
HUSKY oy cea ee ee ree tems 20 i 0 27 
Pacific ek uatec eee eto ee 5 1 0 6 
Subp Total ss eo ee ee 43 8 0 Sl 
Off Brand 
1 5 8. § Sees Bera ene ee temas Spee Mee a, 149 0 0 149 
IMOWAWIET Aaa dcnctecee eee ee 0 0 0 0 
Subj. ‘Total. s..2:.0:oc ee ee 149 0 0 149 
TOTAL? vests conser Wee ee 861 266 13 1,140 








Company usually owns land, buildings, and storage tanks of bulk stations. Individual bulk 
agent or farm dealer usually owns vehicles. 


Source: Gasoline Marketing Enquiry Records. 


Table 162 


Number of Bulk Outlets by Brand 
Showing Percentage of Outlets by Company — Alberta, 1965 


Number of 
Outlets Percentage 

“Cartel” Brand 
Imperiale. 5 ee wet ae eee TER eee Zoey 
BuAe. >i be Rc soso te ee eee eae BERS 215 
Royalitey: 21: Soe etnies A eee 216 18.9 
Texaco oP he nee | See ere een 42 Bel 
Shell) - sessd. BSE as nicence ds eu ee eee eet) 13.0 
Standard vere eyo cecicsekecccesese ee 0 0 
Subp s Totaly eget csc be cicscsce nee an oss RTE ON, eos 1940 82.4 
Other Brand 
Federated@tGorop Bani... cccsccssssaobhecssteee ee ae 5. eee 18 1.6 
FHUSKY: Sietsesccies eqsernsaMedareeian ae ae es ee ee 27 2.4 
Pea cithii omereerersersre ee hes osS ea ouch cxoaieo ORT Bo 6 0.5 
Sub {Total ere eee ee ee bh ei! 4.5 
Off Brand 
ULF .Ay Coop "3c ermreie eat: ae eetan aaa aean cae eae 149 rel 
Mohawk | scccsiiciciieek. FORE es eee 0 0 
Sub Dotal: cccgiava eet eee ce ee 149 ise 
Ota lee ee seduicanin ce etc tica uae Snes SUE ea RETR RE 1,140 100.0 


Source: Gasoline Marketing Enquiry Records. 
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CHART 107 


NUMBER OF BULK OUTLETS BY BRAND 
SHOWING PERCENTAGE OF OUTLETS BY COMPANY - ALBERTA 1965 
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The farm market is one of the three basic markets for gasoline in Alberta. 
The farm market consumes 32% of the gasoline used in Alberta, and practically 
all of this is sold by the 1,140 bulk agents and farm dealers. 


The industrial commercial market accounts for 12% of the gasoline sold 
in Alberta, although a large proportion of this is sold directly by the marketing 
division, the balance is sold by bulk agents. 


(3) Commissions 


There are three types of commissions used as a basis for remuneration of 
these bulk agents and farm dealers as follows: 


(a) Handling commission is used to pay the agents for receiving, storing and 
distributing products, to oil company customers, as directed by the oil 
company. 

(b) Sales commission is used to pay for receiving, storing and selling and (in 
most cases) delivering products to the customers of the agent or dealer. 


(c) Cartage commission is used to pay for the extra cartage involved in 
deliveries to customers involving unusually long hauls. 


The rates used for handling and sales commissions vary with oil companies 
and with the geographical location of the stations. Handling commissions vary 
in amount from '%c to 2.1c per gallon and average 1.28c per gallon. Sales 
commissions vary from 2c to Se per gallon and average 2.68c per gallon. 
(See Charts 110 and 111) 


Cartage commissions are usually about “2c per gallon for an extra 10 mile 
trip (20 mile return trip). However cartage commissions are often an amount 
that has been negotiated between the oil company and the agent. 


For “assigned accounts” the bulk agent will receive a handling commission. 
If the delivery is unusually long he may also earn a cartage commission. These 
commissions are payable by the oil company to the bulk agent for supplying 
customers of the oil company such as its retail dealers and service stations, its 
farm dealers, and its large industrial or commercial consumers. 


For sales to his own customers (“unassigned accounts”) the bulk agent will 
receive a sales commission. His own customers are principally farmers and small 
industrial or commercial consumers such as contractors or truckers. 


Most brand name bulk stations are oil company owned. The agent is not 
charged rent, but is responsible for all other expenses, usually associated with 
running a business. The agent must provide his own trucks and pays all delivery 
expenses. He hires and pays the salaries of all employees. 


Table 163 


Extracts from Bulk Agent’s Financial Statement 
12 Months — 1965 
Balance Sheet 


Cash only Hand 0c eee ee 2s RS $ 2,485.00 
FAACCOUD tS RECEIV ab] eis. eaan eee eerie neler me 25,653.00 
Other Assets. ......... eeciluc eee es oe eee ete OA EO : 3,347.00 
31,485.00 
Accounts Payable: — to oil co, na.wesmee ne J 4,626.00 
$26,859.00 
Profit and Loss Statement 
Gross COMMISSIONS 44. .4..0..00 ee ee _ $27,457.00 
EXPensessm Depreciation v0) ee ae 7200) 
Wases@h. 8 AR rcbts eee eee 6,412.00 
Bad Debts (Written off)) ...0.............. 522.00 
Othercexpensesiawy en ee ee ee 10,622.00 19,531.00 
INét™ profit. » cicxrctiedes SOS, RL ences e ie! $ 7,926.00 
Less; Drawings. 75 cect care eee ere ee ; 5,629.00 
Balance © sacs gesinaesvoe ccivaeteun (ero ok ee ps2 297.00 


Accounts Receivable at year end almost equal gross earnings for the year. 
Accounts Receivable at year end are more than 3 times net profit for the year. 
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CHART 108 


VOLUME OF GASOLINE SALES 
TO FARM _AND OTHER CONSUMERS 
BY BULK AGENTS AND FARM DEALERS 
CLASSIFIED BY TYPE OF BRAND - ALBERTA 1965 


OTHER BRAND 6,181,000 GALLONS (4.2%) 


FF BRAND 
39,033,000 GALLONS 
(26.5%) 


mn 





Ty) 


socal 


‘CARTEL’ BRAND 
101,877,000 GALLONS 
69.3% 


) > 


‘OTHER’ BRAND 





—————_— = 





‘CARTEL’ BRAND 


OFF BRAND 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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Table 163 is extracted from an actual financial statement of a bulk agent’s 
business for 1965. This outlet would be classed as being a better than average 
agency for both volume and net income. The agent at year end has accounts 
receivable which are equivalent to his net profit for three years. This agent has 
been in business for ten years in an excellent farming district where the farmers 
are generally prosperous. He invested savings of $15,000 when he started in this 
business. To enable him to make credit sales his oil company advances credit 
up to $50,000. 


In the relationships between bulk agents and oil companies the agents 
interviewed by the Committee placed emphasis on two main problems,— 


(a) the problem of responsibility for credit, which was by far the most 
important; and 


(b) the problem of marginal or inadequate handling commissions on 
assigned accounts. 
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CHAPTER 38. CREDIT 


(1) Responsibility for Credit 

The average net income of a bulk agent is, by comparison, a bit higher 
than the income of a rural service station operator. However the credit risks in- 
volved in the bulk agent’s business are much greater than those of the service 
station operator and are probably higher than the credit risks in any other com- 
parable business. 


The bulk agent or farm dealer is responsible for the credit on all sales he 
makes. In effect the agent or dealer guarantees payment of every customer’s 
account and indemnifies the oil company against any credit loss. According to 
the statistics, compiled during the Gasoline Marketing Enquiry survey, 82% of 
all merchandise sold by them is sold on credit. A large portion of this merchan- 
dise is ordered by a phone call from the buyer. When the merchandise is delivered, 
particularly with the farm trade, it is highly unlikely that the customer would 
be home to pay his bill. He is usually off somewhere working. 


During this same survey, it was learned that the average total amount of 
credit granted per agent in one year was $54,100.00. This amount is equal to 
ie eight times the net income of the agent for the same period. (See Chart 

It is impossible for bulk agents and farm dealers from their own resources, to 
advance credit to their customers in these large amounts. In order to encourage 
and assist agents to extend credit to customers buying products of the oil com- 
pany, oil companies make advances of product or extend credit to the agents 
to assist them to “acquire” product. Whether the product is “consigned” to the 
agent or “sold” to the agent is immaterial, the purpose is to enable the agent to 
make credit sales. Security is taken for these advances or loans by taking an 
assignment on the agent’s accounts receivable, or in some cases, the oil companies 
own the accounts receivable outright. No matter what forms are used, the results 
are the same:— 

(a) the products of the oil company are sold, 

(b) the agent receives a commission, and 

(c) credit losses are borne by the agent. 

The size of these advances or loans vary with agents, companies and communities. 
The Gasoline Marketing Enquiry survey found individual advances or loans of 
all sizes from $3,500.00 up to as high as $114,000.00. 


The problems created for agents, under these conditions, are not easily 
handled. Oil companies appoint agents, with little or no business experience, 
expose them to this easy access to credit, and then pressure them for sales. Credit 
is the inducement suggested and used to increase volume. The result is that many 
of them become trapped with large accounts receivable for which they are com- 
pletely responsible. In order that they may leave the agency and enter some other 
occupation, agents must pay off the debts owing by customers who fail to pay 
for oil company products. This they cannot do and many agents find themselves 
ensnared by the system under which they operate. Income of the agents is re- 
duced because of bad debt losses as well. As credit granted is eight times average 
income the bad debts can easily exceed total income. 


The credit situation will likely get worse. Some oil companies have adopted 
the policy of setting up farm dealers in conjunction with their service stations. 
This increase in number of outlets will tend to decrease volume per outlet, and 
agents will attempt to retain volume by enticing customers with greater credit 
privileges. 

One oil company is using its bulk agents to enter the propane sales field with 
a similar type of credit policy. Again the propane business is a credit business 
and agents are responsible for all credit losses. Two oil companies are now 
in the fertilizer business. Fertilizer which is sold to farmers on credit is a high 
dollar volume business and again the agent is responsible for credit losses. 
Coupled with this are the policies of the oil companies who offer fertilizer for 
sale to farmers in the winter or spring under terms such as no money down, 
60% to be paid by the end of June and the balance to be paid by the end of 
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CHART 109 


CREDIT PROBLEM 


BULK AGENTS AND FARM DEALERS — ALBERTA 1965 


AGENT'S : OIL COMPANY 
INCOME AGENT'S RISK ENCOURAGEMENT 





AVERAGE 
TOTAL 

CREDIT; 
GRANTED 
BY THE 
YEAR (1) 




















AVERAGE 


























HIGH EST AVERAGE 

AMOUN T LEVEL OF AVERAGE 

ACCOUNTS ACCOUNTS ADVANCES BY 

RECEIVABLE RECEIVABLE OIL COMPANY 

REACHED BY YEAR WHICH MADE 
AVERAGE DURING THE END CREDIT SALES 
AGENT'S YEAR POSSIBLE 








INCOME 





$54,100 $17,900 





(1) FOR GASOLINE SALES ONLY. DOES NOT INCLUDE FERTILIZER OR TBA. 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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October. It would appear that customers would be foolish not to buy on credit. 
The oil companies fix and advertise the terms, but the agent is responsible for 
the credit losses. 


A bulk agent or farm dealer who sells petroleum products and fertilizer 
to farmers would inevitably face losses equal to several times his annual in- 
come in the event of one or two crop failures in his area. 


(2) Bulk Station Case Histories 

A bulk agent isn’t simply a statistic in oil company records like so many 
gallons of gasoline. No two bulk agents are alike. Each is an individual human 
being with talents, faults, hopes and fears. The businesses of several of these bulk 
agents were examined by our interviewers. It will help in the understanding of their 
problems to examine the case histories of two of these persons. 


(a) Mr. “X”, Credit Problem 

After working for six years as an employee in an oil company bulk 
station, Mr. “X” became agent for the same company in a brand new bulk 
station. In 1965, after eleven and one-half years in business he had increased 
his volume to a point where he was now doing 85,000 gallons of assigned and 
290,000 gallons of unassigned business. He was paid a commission of lc 
per gallon on the assigned and 2.9c per gallon on the unassigned. From this 
he was able to show a net profit of $5,017.00. 


He now (in January when accounts receivable are lower for the year) 
owes $5,200 to the oil company for gas and oil and his accounts receivable 
are $6,200. He actually has accounts receivable on his books equal to one 
and one-quarter years’ net income. His accounts receivable have been as high 
as $35,000 (or five years’ income) and he has owed the oil company as much 
as $32,000. 

A few months ago Mr. “X” decided that he had had enough of this business 
and was going to look for another job. He was unable to raise enough money 
to pay off the oil company and had to stay on as their agent. 


Fertilizer sales have increased the credit problems for this man. His oil 
company has a plan whereby a farmer can buy his fertilizer in the winter or 
spring, pay 60% of the bill in mid-summer and the balance in the fall. The 
agent is responsible for this money if it is unpaid after this date. 

A customer came in the other day to place an order for $9,000 worth of 
fertilizer on this type of deal. Mr. “X” could have earned over $700 in com- 
missions on this sale but he turned it down. He was afraid that if he were 
to accept it and the farmer got into trouble with a crop failure this one account 
could wipe out his net income for nearly two years. 


His oil company applies constant ‘pressure for increased sales in both 
petroleum products and fertilizers. Mr. “X” knows all the farmers in the 
area personally and claims that it is impossible to increase volume without 
getting involved with too much risk on credit. He feels now that he is caught 
in a position where he cannot improve his lot nor can he move on to something 
that would be better. 

To collect his accounts receivable he has to stay in business and continue 
extending credit. To stop he requires cash equal to his accounts receivable which 
is practically impossible for him to arrange. 


(b) Mr. “Y”, Credit Problem 

Mr. “Y” had several years’ experience as a bulk station employee and 
three years’ experience as a bulk station manager when he applied for the 
position as bulk agent for another oil company. This oil company was build- 
ing a new bulk station and Mr. “Y”’ felt that this would be a good opportunity 
to get into business for himself. His application was accepted so he resigned 
his position and started to work. 

In order to handle the business he purchased $21,000 worth of equip- 
ment. He had $9,000 of his own and borrowed the balance from the oil 
company. His wife, who had been employed as a bookkeeper in a garage, left 
her job and came to help in the business. 
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During the first four months of operation he sold 120,000 gallons of 
gasoline to assigned accounts and 35,000 gallons to unassigned accounts. On 
assigned business he was paid a commission of 4c per gallon and on the un- 
assigned 3c per gallon. This works out to a total of $1,650. From this amount 
he had to pay the expenses usual to a business of this type. 


At the end of the four month period he owed the oil company $12,000 
on the equipment and $5,000 for gas and oil. His accounts receivable were 
up to $3,500, or over double his total commissions. 


Mr. “Y” in comparing his opening balance sheet with his current balance 
found the following: 





Opening Balance Sheet Current Balance Sheet 
Assets Assets 
Equip. at cost ... $21,000 
Equipment at cost ..........., . $21,000 Less depreciation 5,000 16,000 
Accounts Rec. See ee 9633500 
19,500 
Liabilities Liabilities 
Loan on equip. 93 12,000 Loanvonsequipms....20) Seles 12,000 
Gas and oil . rit 5. EH 5,000 
17,000 
Equity to start = ee, $ 9,000 Current Equity __. es ae $ 2,500 








You will see from this that Mr. “Y”’s assets are dwindling. His ‘assets 
are decreasing and his liabilities are increasing. It may not be reasonable to 
charge the entire $5,000 depreciation in four months, but on the other hand 
he would have to depreciate his equipment this much if he were to sell it. 
However, the trend is apparent. The depreciation for the first three or four 
years will eat up the value of the equipment but the operator will still have 
a debt he must pay. As his business increases so will his accounts receivable 
and his accounts payable to the oil company. The agent is working himself 
into a position where, because of debt, he won’t be able to afford to quit. 
Termination requires a larger cash payment to the oil company than he can 
readily raise and an almost certain loss. 


(3) Solution Proposed for Credit Problem 


A bank does not require its Branch Manager to personally guarantee all 
loans made to customers of that Branch. A Finance Company does not require 
its Branch Manager to personally guarantee all loans made to customers of his 
Branch. An automobile dealer doesn’t require his commission salesmen to 
personally guarantee the payments of every purchaser to whom he sells a car. 


The Committee considers that it is unreasonable for an oil company to 
require in effect that its bulk agent or farm dealer should pay for or guarantee 
payment for petroleum products delivered to farmers or other customers who 
fail to make their payments. The responsibility imposed on the bulk agent or 
farm dealer for credit granted appears to be equivalent to an undertaking to 
indemnify and hold the oil company harmless from any credit losses. 


Oil companies may point out that they “sell” product to their agent who 
“resells” to his customer. 


The bank or finance company, when it loans money, doesn’t go through 
the fiction of loaning the money first to its manager so that he personally has 
to run the credit risk of loaning it to the borrower. Similarly an automobile 
dealer, when he sells a car, doesn’t go through the fiction of selling the car 
to his commissioned salesman first so that the salesman personally has to run 
the credit risk of selling the car to the purchaser. 


The relationship of the oil company to its bulk agent or farm dealer is 
essentially one of agency. The agent distributes product produced and supplied 
by his principal from premises owned by his principal in accordance with in- 
structions received from his principal, —and is remunerated by a commission. 
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The mere fact that the company invoices the agent for the product doesn’t 
change the fact that it is the company which enables the credit to be extended 
by providing its agent with product which he doesn’t pay for immediately. 


Banks succeed in collecting a reasonable percentage of their loans even 
though their managers have no personal financial responsibility for such loans. 
The finance companies also collect the monies they loan without involving 
their managers in any personal liability. Automobile dealers collect for cars 
sold by their commissioned salesmen without placing any personal liability on 
the salesman to pay for the car if the purchaser fails to do so. 


The Committee considers that the oil companies should similarly assume 
the credit risks of selling their petroleum products on time and that bulk agents 
and farm dealers should have no personal responsibility for the debts of a pur- 
chaser of petroleum products who fails to pay for them. 


The bulk agent or farm dealer receives for selling to his own customers 
a “sales Commission” as remuneration to compensate him for receiving, storing 
and delivering the product and for selling it. In the case of a sale which sub- 
sequently turns out to be an uncollectable account receivable, the agent has 
performed the services of receiving, storing and delivering and has earned some 
payment for this service. Although he has also made the sale, it may be reason- 
able that he should suffer some penalty for his bad credit judgment in respect 
of this sale. However, in the opinion of the Committee the penalty should not 
exceed the agents expected commission for the making of that particular sale. 


The oil company should be prohibited by law from claiming payment from 
its bulk agent or farm dealer for the total value of product delivered to the bad 
account. Anything in his contract with the oil company that requires him to 
pay such accounts or to guarantee payment or to indemnify the oil company 
against credit losses or other arrangements or undertakings having a similar 
effect should be declared invalid and unenforcable. 


The maximum oil company claim against the bulk agent or farm dealer 
in respect of any bad debt should be limited to a claim for the recovery of a 
percentage (50% is suggested) of the sales commission earned by the agent 
or dealer in respect of that sale. 


The oil company makes it possible for the credit to be extended; it is the 
oil company which gains most from the sale of its product, and it should as- 
sume the risk of credit losses. 
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CHAPTER 39. HANDLING COMMISSIONS 
(1) Comparison of Commissions and Costs 


Many bulk agents complain that their commission rates have not been 
increased for years. They feel that commission rates should increase as the 
costs of doing business go up. Costs of labour and equipment have been rising 
steadily and agents find that increased volume is not adequate to meet these 
rising costs. Although gasoline volume in the province has gone up each year, 
there are also many new outlets so the volume per outlet is not increasing in 
many cases. 


An examination of financial statements of bulk agents suggests that in 
some cases handling commissions don’t cover the cost of handling and ac- 
cordingly deliveries are being subsidized by the agent’s earnings from sales 
commissions. As explained earlier, handling commissions remunerate agents 
for receiving, storing and distributing products to customers who purchased 
from the oil company while sales commissions remunerate the agent for re- 
ceiving, storing, selling and delivering to his own customers. 


The cost of delivering is the largest single cost incurred by the agent in 
servicing customers of the oil company although he does have additional costs 
in connection with receiving, storing and overhead. 


Using figures provided by the oil companies and verified by Gasoline 
Marketing Enquiry interviews with bulk agents, handling commissions average 
1.28c per gallon while sales commissions average 2.68c per gallon. The agents’ 
average cost of delivering this gasoline is (according to oil company figures and 
not including costs of receiving, unloading, storing, accounting, advertising, ad- 
ministration or overhead and not including profit for the agent) 1.46c per 
gallon so he loses 0.18c on each gallon he just handles while he makes some- 
thing less than 1.22c per gallon on each gallon he is able to sell. In effect it 
appears that the bulk agent, from his earnings on sales to his farm consumer 
business, is subsidizing the oil company by paying part of the cost of supplying 
and delivering to its service stations and industrial and commercial customers. 


(2) Oil Company Calculations of Delivery Costs 


During the course of the Gasoline Marketing Enquiry, an attempt was 
made to determine the cost to bulk agents of delivering gasoline. Each oil 
company was asked to calculate delivery costs on the following basis. 

“Having regard to the many variables such as tank truck capacity, tank truck 
investment, annual volume of deliveries by the tank truck, nature of the area 
and the market served, etc., do three calculations to illustrate the range of delivery 


costs per gallon including cost of loading and unloading incurred by your bulk 
operators and farm distributors. Select three (3) of your bulk outlets as follows: 


(a) One with a low volume in a poor sparsely populated area: 


(b) One with average volume in an area with an average population density and 
conditions: 


(c) One with a high volume in an unusually favourable situation. 

Outline the relevant facts existing in each of these outlets and for each calculate 
the delivery cost per gallon of the particular bulk operator or farm distributor 
as the case may be, showing particulars of your calculations.” 


Calculations by the various oil companies are given here, together with the 
rates of commissions paid for handling and selling gasoline. 


“Handling commission” refers to the commission paid to an agent for re- 
ceiving, storing and delivering gasoline to oil company customers as directed 
by the oil company. 


“Sales commission” refers to the commission paid to an agent for receiving, 
storing, selling and, in most cases, delivering products to the agent’s own 
customer. 
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CHART 110 


SALES COMMISSIONS 


PAID BY OIL COMPANIES TO BULK AGENTS AND FARM DEALERS 
COMPARED WITH COST OF SALES - ALBERTA 1965 


SALES COMMISSIONS 
















AVERAGE 
SALES 
COMMISSION 
PAID 


BALANCE 
AVAILABLE 
TO COVER 
ADMINISTRATION, 
OVERHEAD 
AND PROFIT 


AVERAGE 
DELIVERY 
COST(3) 


HIGH AVERAGE(2) Low 


(1) ALL FIGURES ARE CENTS PER GALLON 

(2) WEIGHTED AVERAGE OF THE MOST COMMON RATE 

(3) DELIVERY COST IS THE AVERAGE COST OF DELIVERY PER GALLON FOR AN 
AVERAGE OUTLET AS CALCULATED BY THE OIL COMPANIES, AND DOES NOT 
INCLUDE COSTS OF RECEIVING, UNLOADING, ACCOUNTING, ADVERTISING 
ADMINISTRATION, OVERHEAD OR PROFIT. 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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CHART 111 


HANDLING COMMISSIONS 


PAID BY OIL COMPANIES TO BULK AGENTS 
COMPARED WITH COST OF HANDLING - ALBERTA 1965 


HAN DLING COMMISSION S 







AVERAGE 
DELIVERY 
COST(3) 


AVERAGE LOSS 
ON HANDLING 


AVERAGE 
PAID FOR 
HANDLING 


HIGH AVERAGE(2) Low 


(1) ALL FIGURES ARE CENTS PER GALLON 

(2) WEIGHTED AVERAGE OF THE MOST COMMON RATE 

(3) DELIVERY COST IS THE AVERAGE COST OF DELIVERY PER GALLON FOR AN 
AVERAGE OUTLET AS CALCULATED BY THE OIL COMPANIES, AND DOES NOT 
INCLUDE COSTS OF RECEIVING, UNLOADING, ACCOUNTING, ADVERTISING 
ADMINISTRATION, OVERHEAD, OR PROFIT. 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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Calculations of Oil Company No. 1 


(a) LOW VOLUME IN A POOR, SPARSELY POPULATED AREA 
Assumptions: (1) Market demand within the area is 2 million gallons per 
year (1,600 gallons per square mile). 


(2) Delivery equipment consists of one 1,000 gallon truck which 
costs $7,000. 


(3) One truck load serves about 5 customers and the vehicle 
travels about 25 miles on an average trip. 


Estimated Sales 





Marketp: sliare’ ete. 6% 8% 10% 
SalesmeO00Meallons! See.) 120 160 200 
Cost of Delivery/Gallon 

Labour qpeestest. fise.4Gh..0888.J -79¢ .79¢ Bi heke 
Huelecomisubrication mee ee Ll) 17 59 
Repairs and Maintenance ........ .07 .07 .07 
Depreciation aan es ae See .82 61 49 
Licenses atiara. eecocetew eae: 13 10 .08 
INSURANCE Bee heli ce mec conceecl ters 20 sll) 12 
OVA Lists oh eee. 2 om 2.18c 1.89c dipxe 








(b) AVERAGE VOLUME IN AN AREA WITH AN AVERAGE 
POPULATION DENSITY AND CONDITIONS 
Assumptions: (1) Market demand within the area is 3 million gallons per year 
(2,400 gallons per square mile). 


(2) Delivery equipment consists of one 1,500 gallon truck which 
costs $10,300. 


(3) One truck load serves about 6 customers and the vehicle 
travels about 25 miles on an average trip. 


Estimated Sales 





Markete Share errr 6% 8% 10% 
Sales VOOOL Gals. .2222) ie 180 240 300 
Cost of Delivery/Gallon 

Labour ee eres ae EOC RIC 
Buelyé Lubrication’) t)...092 2 13 LS 5S) 

Repairs & Maintenance ......... .06 .06 .06 

Depreciation eee .78 58 47 

icerisesee. Wee cate to) ecb a S12 .09 .07 

JNSUTAanCe, Bytes. kbs eke e ocece, 14 cm! 08 

"ROW ALS ees. steers Sie ee. ents! 1.76c 1.50c 1.34c 





(c) HIGH VOLUME, UNUSUALLY FAVOURABLE SITUATION 
Assumptions: (1) Market demand within the area is 4 million gallons per 
year (3,200 gallons per square mile). 


(2) Delivery equipment consists of one 1,800 gallon truck. which 
costs $12,000. 


(3) One truck load serves about 6 customers and the vehicle 
travels about 25 miles on an average trip. 


Estimated Sales 








IMarketeShare. casero 6% 8% 10% 
Salesm OOO Galseerme eer eee eee 240 320 400 
Cost of Delivery/Gallon 
Balboutter scent eet eccrine en aie .44c .44c .44c 
Fuel sé bubrications. a. 2 a8} sll oils} 
Repairs & Maintenance ...... ...... .06 .06 .06 
Depreciation gay eee. ore .70 ae 42 
LACENSES: Beret. tes i enamite eensae » 10 .08 .06 
Insurances eee cc iccnucener emery: 10 .07 06 _ 
OTA Misty oh Meamiee eras arinice 1.53c Bile 1.17c 
Commission Rates in Certs per Gallon 
Most Common Rate Ranges of Rates 
From To 
Handling Commission ........................ 1.5c Ic 2c 
Sales, Comimmissionyy eee 3c 3c 3c 
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Calculations of Oil Company No. 2 


“We have outlined below, the estimated delivery expense for distributorships 
which would fall within the categories outlined in Sections (a), (b) and (c) of this 
question. These are not actual expenses from specific points, but are based on 
the general expense levels encountered during the early stages of a program of 
distributor financial counselling which is still in the process of development. 


While we believe the figures to be representative of the conditions requested, 
we feel that they tend, if anything, to understate the differences between the low 
volume outlet in a poor, sparsely populated area, and the high volume outlet in an 
unusually favourable situation. 


A cost per gallon for pure truck operation has been calculated. In addition, 
an approximate amount for driver’s time at $300 per month has been added in 
to give a final total cost and cost per gallon. It should be noted that the labour 
allowance, particularly in case (a) and case (b), will represent the distributor’s own 
time spent as driver of the delivery unit. It is almost impossible to give an accurate 
labour estimate, but we have included this figure on the very arbitrary base of 
one half man year for case (a), one man year for case (b) and one and one-half 
man years for case (c). This will undoubtedly vary over a wide range. 


ESTIMATED DELIVERY EXPENSE 
FARM DISTRIBUTORS — ALBERTA 





Case (a) Case (b) Case (c) 
Approximate miles driven ......... Cee 9,000 12,000 18,000 
Approximate gallonage ................0..00... 125,000 250,000 400,000 
Truck Costs 
Running Costs @ 12c per mile 
Gasoline Oil &MRepairs 1,080.00 1,440.00 2,160.00 
Depreciation. sss tie. fee. eee 500.00 750.00 1,000.00 
Insurance ..... sain SNM eas Dice ene tesa 100.00 100.00 100.00 
Licences Sea 00 ccm tee pee Be fear 150.00 150.00 150.00 
Total) Truck Costsingc.e ee 1,830.00 2,440.00 3,410.00 
> LabOUL meen aes ae. Wa cer 1,800.00 3,600.00 5,400.00 
TOTALCOS bear if pen $3,630.00 $6,040.00 $8,810.00 
Case (a) Case (b) Case (c) 
‘Truck costeper gallon =... eee ee . 1.46c 98c .85c 
Total costeper! callon eee eee ee eee see 2.41c 2.20c 


*Labour costs for cases (a) and (b) would be the distributor himself but would 
only partially represent distributor’s allocation of his own time in case (c). 


Commission Rates in Cents per Gallon 
Most Common _ Ranges of Rates 


Rate From To 
Handlinvs Gonimiissionie a eee eee eee Ic Cc 1.0c 
Sales’ Commission ieee nese ieee ee OG 2.5¢ 3.0c 
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Calculations of Oil Company No. 3 


(a) Agency Volume 


Delivery Costs per Gallon 


*Fixed 


(b) Agency Volume 


COStS Hee ey eee ean 
**Variable Costs 
***Salary Costs 


Total Cost per Gallon 


Delivery Costs per Gallon 


*Fixed Costs 
Variable Costs 
Salary Costs 


Total Cost per Gallon 


(c) Agency Volume 


Delivery Costs per Gallon 


Fixed Costs 
Variable Costs 
Salary Costs 


Total Cost per Gallon 


*License, Insurance, Taxes, Depreciation. 


teres eee eee 1985131 gallons 


NS TRERG sacs a 31 
ua aint TOMES a SOS 
BRE Ms cok 5 ase oe .70 


beste 1.89¢ 


$93,100 gallons 


Breer eer atte 34 
Aca cen ocd 47 
ES. ATE te .60 


ee Ae 1.41c 
‘cing pies MAME eee 1,474,076 gallons 


**Power, Heat, Office & Supplies, Telephone, Advertising, Truck gas & 
oil, Maintenance & Repair, Tires, Batteries, Accessories, Miscellaneous. 


***Driver, Office and Plant. 


Commission Rates in Cents per Gallon 


Most Common 


Ranges of Rates 





Rate From To 
Handling” Commission” =.=... ; 1.4c 8c DK 
Sales™ @onminission se eee ee DIKE 2c 3.4c 
Calculations of Oil Company No. 4 
(a) Annual delivered gallons: ..................... 136.000 
Makezandssizesofeinicka nee ger ere 1949 Dodge - 2 ton 
BL ATA SIZE oe = MRNA eis hye AACA te Goce 900 gallons 
AV Er aCe mGeliVeLy aareen ye eee tee ee cnec tennis 125 gallons 
Arintial@imilea pe gem e cae se eee a ee 4,560 
Truck Expense 
Licenses .......... ee see Bain Sey eee ate aR eer ie $111.00 
INSUTAN CE eee eM er ee re ee te ee ee % 61.50 
ites eRe Pallsmocm Rk Cplacc men (saa mei te ate 25.00 
REP Alls er eee cers ree ee creat npc on pe iad 50.00 
(Ses, OU Ce WETITT OMG sos ayoaoconcoanocsonntlceoabutounean socuont sae: 223.00 
Depreciation We eee ee ieee. neces es cotectessitratertt None taken 
otal eirickeExpense Aes eee eee. $470.50 
Plant loadings time m2op callonsepersminutem eee ett eo tehours 
irocksloading times 20Neallonsiper minute aetna 113 hours 
[Dyananniy tetas ALEX @® SO) tons 152 hours 
MoOtaleDeliverye LLOULS mee eee en eee ae 356 hours 
Iaboursatesay 2,00) per DOUL stat eae a ere ee $ 712.00 
‘TotalkGost ak eee a en ee eee 1,182.50 
Costiper: gallon Barer t igs vp eee teresa tiniaead seater $ 0.0087 
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(b) Annualideliveredigatlons? ...=.2) eee ee 366,000 


Make ‘anid’ size (of Stricks fee .e pee ee G.M.C. -3 ton 
Tank size? ac../n ee. 06. eee eee eee 1300 gallons 
Average delivery?) co. Rh. a ee ee ee eee 250 
Annual :Mileage:s.i28.., 2a ee. Fe, SO. Se ee 10,000 
Truck Expense 
LiCemses?: scacssusaueceeravess bs kcaneecerce eee oes oat ene ee $ 201.00 
InstirancGe ws 2%. 28: Ser ee. tee, are ee 85.00 
Tires? Repairs ScuReplacementsies...5.2 eee eee 200.00 
Repairs'ti.04:.. pge ee, Ae, ee eee 150.00 
GaswOusd& Lubrication te. ase se eee eee ee eee 523.00 
Depreciation 2 a ee oe eee 500.00 
Total (Trucks EXpense:ce.: os setts geoae pee ee . $1,659.00 
Plant loading time: 50 gallons per minute ............... 122 hours 
Truck loading time: 20 gallons per minute .................. 305 hours 
Driving time 10:000%@ 30Fii phere ee eer 333 hours 
Total, Delivery. Hons) : 2.2.2 ee 760 hours 
Labour at'say $2.00* per hour’ = a eee $1,520.00 
"Total Cost? ai. ee ee ne ee 3,179.00 
Cost per ‘gallon ge ower. Seek Soe ore $0.0087 
(c) Annuall delivered "gallonste et eer eee 998,000 gallons 
Make and sizeof truck’)... =e ee 1967 Dodge -3 ton 
Tank size ee ae bee baih Sneshs Rie Reteai Silane aS ie 1300 gallons 
Average delivery dicksecet). ee tee ee 500 
‘Annual * mileage 'r 2... 24 cust nae SURE hore eee eee 40,000 
Truck expense 
LACOTISES Sic icosncs cca tee eR ae) ee $ 211.00 
INSUTANCG iy eee eat ste ht eho , 156.00 
Tires: Repairs & Replacements .................... 700.00 
Repairs Sissi ee ee ee 400.00 
Gas” Olltde. ubricationeces sue Aa ered 1,560.00 
Depreciation’ (282. eee ee _ 1,200.00 
‘Total Truck expense ....5.8206 3 -<.-<, See $4,227.00 
Plant loading time: 50 gallons per minute ................ 333 hours 
Truck loading time: 20 gallons per minute ................ 832 hours 
Driving time: 4,000 @ 30 m.p.he == 1,333 hours 
Total” Delivery, Hours. == 2,498 hours 
Labour at,say $2.00 per hout. 32. a $4,996.00 
Total Cost 26 ssae caecce ee steeetes cape ee 9223.00 
Cost, per: gallon”)... 2... eee een $0.0092 


Commission Rates per Gallon in Cents 


Most Common Ranges of Rates 


Rate From To 
Handline* Commissioner renee eee 5c Ic 2c 
Sales* Commission ie ree ee eee ZC ZC 3c 
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Calculations of Oil Company No. 5 


DELIVERY COSTS — TYPICAL AGENCY (350,000 gallons, 3 ton truck & 
1,500 gallon tank equipped with pump and meter worth $8,610.00 in total) 


WARES il DEK S20) Wee eters Rome tera net che Sateen ait ie TREE aC ee $3,000 
Licensing’... Senne cohen eee Peasant hated ee eNO iaeie 246 
Insurance ...:1::. ee Re ee Ae a ee. Cae ee ee ee 135 
Yearly Cost truck (average life 6 years) per year .......... 735 ($590 trade in) 
Yearly Cost pump & meter (average life 10 years) ...... ' $1 
WeanlysGostatanku(averareriien | Olvears) i cnn .ueee ee nso. 310 
Fuel Oil & Grease, etc. (7,000 millesy ric ince re nes 335 
MATES tee eek, See? SID PEIN. CU. ste eee Meet 100 
MiscellancousmE:XPense met teen are et eee 180 

$5,092 


Cost Per Gallon 350,000 = 1.45c per gallon 


51092. 
Depreciation Based on the Following Costs 
BimtOUe TLC Keen nent Soca ihwaiiovehs -..... $5,000.00 
Pumpecc Meters... sate ee. HOI 510.00 (includes installation) 
T500Rcalse4-comptyitank Arne eee 63510000 


$8,610.00 


*Fuel Oil, greasing, miscellaneous expense and tire costs are based on average loads 
of 1250 gallons and on round trip mileage of 25. 


Commission Rates 


Most Common Ranges of Rates 

Rate From To 

Efandlincm Commissioniieet eee eee eee lc JC 165¢ 
Sales & Commiissionieeeta se err nte: (eta eeeeene PIKE PLC 4c 


Oil Companies Nos. 6 and 7 claimed that they could not complete these calculations. 
Their replies were as follows: 
Oil Company No. 6 

“Unable to supply as commission agents are independent business men and 
their records are not available to us”. 
Oil Company No. 7 

“We are unable to calculate the delivery costs as we do not have any records 
from which to derive this information”. 


Oil Company No. 8 — said that they had a survey underway and would be able to 
answer at a later date. 


Oil Companies Nos. 9, 10 and 11 — reported that they did not have bulk stations 
in operation in Alberta during 1965. 


Table 164 
Comparison of Delivery Costs and Handling Commissions 
Company Delivery Cost Handling Commissions 
Most 
Low Vol. Av. Vol. High Vol. Common Ranges of Rates 
Rate From To 
(1) 2.18 1.89 72 
1.76 1.50 1.34 SC 1.0c 2.0c 
S18} iLShl 1.17 
(2) Zoi 2.41 2.20 1.0c 0.5c 1.0c 
(3) 1.89 1.41 1.06 1.4c 0.8c ZAC 
(4) 87 87 192 Lc 1.0c 2.0c 
(5) 1.45 1.0c ODG il Sire) 
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(3) Conclusions Respecting Commissions 
As a generalization respecting “handling” commissions:— 


(a) the low rate in the range for most companies is lower than the lowest 
delivery costs calculated by that company, 


(b) the high rate in the range for most companies is either below or about 
the same as the highest delivery cost calculated by that company, 


(c) the most common rate for most companies is either below or about the 
same as the delivery cost for an average volume outlet as calculated by 
that company. 


In the calculations of most companies the labor costs assumed were at a 
minimum. At the very best these figures indicate that handling commissions barely 
meet delivery costs of bulk agents, paying a minimum amount for labor and 
leaving nothing for profit. 


The Committee has had numerous opportunities to compare oil company 
estimates of the income and costs of particular service stations or bulk stations, 
with the books of that station showing its actual income and costs. Almost in- 
variably oil company estimates of income exceeded actual income, and oil com- 
pany estimates of costs were less than actual costs. Naturally their estimates of 
cost did not include some costs actually incurred, and the average operator was 
rarely as efficient as the oil company estimates assumed. : 


In the opinion of the Committee there are many cases where handling com- 
missions paid are inadequate to cover the costs actually and necessarily incurred 
by bulk agents in delivery to oil company customers. 


An agent may not have the knowledge or business experience required to 
make an accurate calculation of his own costs and the oil company may have 
a better understanding of his costs than the agent has. The agent is dependent 
on the company for his job security and is anxious to please. Bargaining is obvious- 
ly unequal in this relationship and the company owes a duty to the agent not to 
take advantage of his lack of knowledge or business experience. 


The oil company in bidding on competitive commercial or industrial con- 
sumer business, or in trying to reduce its marketing costs sees handling commis- 
sions as one element of its costs that may be held down. However the Committee 
believes there is a responsibility on the company to see that its agents get reasonable 
compensation for the service they perform and that the company should not take 
advantage of its relationship with an agent to the point where the agent is induced 
to use his sales commission to subsidize deliveries to oil company customers, 
even with the apparent agreement of the agent. 


The Committee recommends that the companies review and increase their 
handling commissions to cover costs and provide reasonable remuneration for 
the handling and distribution service performed by bulk agents under the present 
conditions. Sales commissions should be similarly reviewed. 
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PART 10 
RURAL OUTLETS 


CHAPTER 40. SERVICE STATION PROBLEMS ARISING FROM 
PURPLE GASOLINE 


(1) Special Problems of Rural Outlets 


Rural gasoline outlets have some special problems which are peculiar to 
them, and they do not have some of the problems commonly experienced by urban 
operators. 

(1) The rural economy is changing. Many small communities which were 
required in horse and buggy days have ceased to have a reason for existing due 
to improvements in transportation, communication and technology. To the extent 
that a gasoline outlet in such a dying community has the same problems as other 
businesses in that community, the Committee has regarded such problems as 
irrelevant to the scope of its inquiry. 

(2) The government action in 1958 permitting farmers to use purple gasoline 
on highways had a serious adverse effect on the gasoline volume of rural service 
stations which are not permitted to sell purple gas, and had a correspondingly 
beneficial effect on the volume of rural bulk agencies. The tax exemption was a 
matter of deliberate government policy. Its effect in transferring business from 
one group of businessmen to another appears to be outside the scope of the 
Committe’s inquiry. 

(3) In rural areas with sparse populations there are fewer outlets classified 
as “service stations” and more outlets classified as “other businesses with some 
gasoline sales”. There are accordingly fewer “lessees”” and more “owners”. The 
oil company representatives have larger territories, more outlets with less volume 
and their calls are less frequent. In an outlet with small volume the oil company 
is less interested in interfering with the operator’s freedom of decision, and the 
operator is more independent because most of his income comes from his “other 
business”. 


(2) The Effect on Rural Outlets of Purple Gasoline on Highways 

Rural service station operators and retailers emphasized a problem to the 
Committee’s interviewers which had a great impact on the rural station but which 
was of-only minor concern to urban service stations. 

A change in the Fuel Oil Tax Act permitted farm trucks to use purple gas 
on highways. 

The Fuel Oil Tax Act prohibits the sale of purple gas through service station 
pumps or the placing of purple gas directly into the fuel tanks of vehicles. When 
the use of purple gas in farm trucks on the highways became legal therefore, 
farmers switched their purchases from service stations and garage to bulk stations. 

The rural service station operator complained: 

(a) that this had resulted in a very considerable loss of gasoline volume to 
his station, and a corresponding increase in gasoline volume in bulk 
stations; 

(b) that a considerable number of people were using purple gas on highways 
illegally which still further reduced the rural operators gasoline volume, 

(c) that the former customer who now uses purple gasoline no longer comes 
to the service station, so in addition to the loss of gasoline sales he loses 
sales of tires, batteries, accessories, repair parts and repair labor. 

The reports to the interviewers indicated that modern half-ton trucks are 
almost as comfortable for many highway uses as an automobile, that many farmers 
were using these half-ton trucks for purposes where they previously used an auto- 
mobile, and that many persons who were not intended to be exempt from fuel 
tax were buying half-ton trucks, succeeding in getting “F licenses” and using 
purple gas on highways. 

Although these were problems affecting the marketing of gasoline, the 
Committee considered that some aspects of these problems were not part of its 
concern. 
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If the legislature in its judgement grants an exemption from tax and if such 
an exemption results in a transfer of business from one type of outlet to another 
type of outlet, the Committee considered that its concern should be simply to 
report the facts disclosed by its investigation. 


However, if retailers of gasoline were being adversely affected by substantial 
evasion of the spirit and intention of the limited exemption by the Fuel Oil Tax 
Act, these would be matters affecting both the marketing of gasoline, and affecting 
the collection of public revenue. 


On this aspect of the matter the Committee considered it should report its 
findings and make recommendations for consideration. 


(3) The laws Taxing and Exempting Gasoline 


To understand the problem, some knowledge of the laws affecting the taxing 
of gasoline is necessary. 

Purple motor grade gasoline, sold in Alberta, is “Regular” gasoline coloured 
with a purple dye to indicate that no fuel oil tax has been paid on this gasoline 
to the Provincial Government. In order to understand the use and mis-use of 
purple gasoline it is necessary to refer to three separate Government of Alberta 
Acts and the regulations pertaining thereto. These acts are administered by three 
different government departments and are enforced by a fourth. This situation has 
a tendency to divide responsibility and makes effective enforcement difficult. Any 
change or improvement requires consultation with three other departments. 

The Acts referred to are: . 

(a) The Fuel Oil Licensing Act, Chapter 124 R.S.A. 1955 administered by 

the Department of Industry and Development; 

(b) The Fuel Oil Tax Act, Chapter 125 R.S.A. 1955 administered by the 

Department of Provincial Secretary; 

(c) The Public Service Vehicles Act, Chapter 265 R.S.A. 1955 administered 

by the Department of Highways. 


The duty of enforcement is shared by the R.C.M.P. and other police de- 
partments and the Inspection Services Branch of the Attorney General’s 
Department. 


The definition of “fuel oil” for purposes of these Acts includes gasolines. 


The Fuel Oil Licensing Act provides for the licensing of fuel oil dealers 
who are made responsible for collection of the fuel oil tax. 


The Fuel Oil Tax Act imposes a tax on the purchasers of fuel oil, authorizes 
the coloring of fuel oils with different colors for different uses, and exempts 
fuel oil for certain uses from tax. The principal exemptions are: 

(a) agricultural uses, 

(b) industrial uses, , 

(c) lighting, heating and domestic uses. 


The Public Service Vehicles Act deals with the licensing of vehicles for differ- 
ent uses, some of which uses are exempt from fuel oil tax. 


Accordingly the tax which is levied under one act, is collected by dealers 
licensed under another act, unless the purchaser gains an exemption under a third 
act by obtaining a special vehicle license which has the effect of exempting him 
from tax. 


Except in the case of agricultural uses, most exemptions from tax are for 
uses off the highways which are relatively easy to enforce. However, farm trucks 
bearing “F’’ license plates are entitled to use tax exempt gasoline on highways. 
The incentive of approximately 20c per gallon in saving on gasoline makes an “F” 
license very desirable. Many people obtain “‘F” licenses who are not farmers. 


This is part of the loophole in the law and its enforcement that rural service 
station operators complain about. What they say in effect is that persons entitled 
to buy purple gasoline for one use, then use such gasoline for unauthorized uses. 
They complain also that persons who do not appear to be farmers succeed in 
obtaining “F” licenses from the Department of Highways which makes it almost 
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impossible for the inspection officers in the Attorney General’s Department or the 
taxing officers of the Provincial Secretary’s Department to prevent such persons 
from using tax free gasoline on the highways, for uses which were not intended to 
be exempt. 


Authority to grade gasoline is covered in the Regulations under the Fuel Oil 
Licensing Act, Section 34A. 


“There are hereby established within the Province two grades of gasoline, namely 
‘Premium’ and ‘Regular’ in accordance with the standards set out in Schedule A 
attached hereto”. 


For identification purposes these grades of gasoline are colored different 
colors as set out in sections 39 and 40 of the same regulations: 


Section 39— 

“All ‘Premium’ gasoline shall be coloured red and no gasoline other than premium 
shall be so coloured.” 

Section 40— 

“All ‘Regular’ gasoline shall be coloured a distinctive colour, other than red. Such 
distinctive colour shall be registered with and approved by the Minister and no other 
gasoline other than ‘Regular’ shall be so coloured.” 


Under these regulations ‘Premium’ gasoline must be colored red while for 
‘Regular’ gasoline no color is mentioned. Gasoline on which a fuel oil tax is 
levied is colored bronze. 


Section 3 (1) of the Fuel Oil Tax Act provides for the taxation on fuel oil 
and reads as follows: 


3. (1) Every purchaser shall pay to the Minister for the use of the Crown in the 
right of the Province of Alberta, a charge or tax on all fuel oil purchased by him, 
or delivery of which is received by him 


(a) at the rate of twelve cents a gallon for fuel oil other than diesel fuel, and 
(b) at the rate of fourteen cents a gallon for diesel fuel. 


Fuel oil on which no tax is paid is colored purple and such purple gasoline 
may be sold only for uses which are exempt from tax. Section 18 of the regulations 
under the Fuel Oil Tax Act deals with these exemptions as follows: 


Purple Fuel Oil 


18. (1) Fuel Oil, with the exception of fuel oil known and sold as Premium Gasoline, 
for agricultural, domestic and industrial purposes, may be colored and identified 
by a special purple dye for the purpose of coloring fuel oil, and fuel oil so 
colored shall be sold only: 


(a) to farmers and other persons engaged in farm work in Alberta for con- 
sumption in tractors, combines or stationary engines while operated on 
farms for agricultural purposes or for consumption in a motor vehicle 
used solely for operation on a farm or for consumption in a tractor while 
being operated on any highway by a farmer or an employee of a farmer 
for the purpose of hauling farm produce, farm machinery, coal, firewood, 
or building material for use on the farm of the farmer or for the purpose 
of moving the tractor from one location to another; 

(b) for the operation of motor boats. O.C. 2003/66 Oct. 25/66. 

(c) for the operation of stationary engines; 

(d) for the operation of portable engines and tractors when used otherwise 
than on a public highway; 

(e) for the operation of tractors, portable engines or construction equipment 
other than trucks or automobiles while engaged in constructing, repairing 
or maintaining roads and while engaged in moving from one road construc- 
tion, repair or maintenance project to another. O.C. 1653/59 October 27/59. 

(f) to railway companies for use upon their rights-of-way station grounds, 
yards or terminals; 

(g) for any industrial purpose otherwise than in the operation of motor vehicles; 

(h) for the operation of domestic appliances and for lighting and heating; 

(i) for the operation of farm trucks bearing “F” license plates. O.C. 257/60 
February 22/60. 

(j) for the operation of transit buses owned, controlled and operated by a city 
and used exclusively within the city. O.C. 490/60 April 8/60. 

(k) for the operation of farm trucks bearing special farm truck licenses issued 
under Section 5.4.4. of the Regulations under the Public Service Vehicles 
Act. O.C. 1161/61, July 26/61. 

(2) Fuel oil so colored and consumed for any of the purposes outlined in subsection 
(1) is exempt from tax. 
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The exemptions from the fuel oil tax are quite clearly stated, but particular 
attention should be paid to clauses (i) and (k) of subsection (1) of Section 18 as 
quoted above. These clauses permit the use of “tax free” or purple gasoline in 
trucks which have been licensed with an “F” license. There are no restrictions 
placed on the use of the vehicle so any vehicle, bearing such license, can be used 
for any purpose the owner may decide upon and he is entitled to use “tax free” 
gasoline. 


Accordingly the decision as to who may or may not use purple gasoline in 
such vehicles is not made by the Fuel Oil Tax Branch, but rather by a clerk 
in the Motor Vehicle Licensing Branch when truck licenses are issued. 


The definition of a “commercial vehicle” is covered under Section 2 (c) of 
the Public Service Vehicle Act which reads: 


2(c) “commercial vehicle” 


(i) means a truck, trailer or semi-trailer, except: 
(a) a truck, trailer or semi-trailer that is a public service vehicle, or 
(b) a truck, trailer or semi-trailer or a class or classes thereof that the Board 
after an examination of the circumstances certifies in any year is not to be 
regulated as a commercial vehicle in that year, and 


(ii) includes: 
(a) a motor vehicle from which sales are made of goods, wares, merchandise, 
or commodity, and 
(b) a motor vehicle by means of which delivery is made of goods, wares, 
merchandise or commodity to a purchaser or consignee thereof; 


Regulation 1.2.1. (under the Public Service Vehicles Act) deals with the 
issuing of “F” licenses. 

1.2.1. All vehicles registered with the Highway Traffic Board under the provisions 

of the Vehicles and Highway Traffic Act shall be classified either as Public Service 

or Commercial Vehicles in accordance with the provisions of The Public Service 


Vehicles Act and shall be issued certificates and plates in accordance with the 
following subdivisions and for the purposes set out therein; 


“F” Commercial Vehicles as defined under 2 (c) of The Public Service Vehicles 
Act but not including passenger cars, station wagons, suburbans, ranch wagons, 
window vans, travelalls, or other vehicles of a like nature, owned and operated 
by farmers, ranchers and market gardeners and used solely in connection 
with their own farm, ranch or market garden operations, but not in connection 
with any other line of business in which the owner may be engaged (O.C. 166/59) 
(O.C. 777/62) 


According to these regulations vehicles, licensed with “F” licenses, must 
be used by their operators, ‘solely in connection with their own farm, ranch or 
market garden operations’. However, an “F” license is also one kind of a com- 
mercial license, and all commercial licenses may be used for pleasure both inside 
and outside the Province. In addition to this the Highway Traffic Board has the 
authority to, and does issue, permits to farmers permitting them to use their “F” 
licensed vehicles in connection with other work and businesses in which they 
may be engaged. Each such permit is another exemption from the Fuel Oil Tax, 
granted by a board which has no responsibility for levying or collecting the tax. 
For example a farmer who operates a small store or who may do carpenter or 
contracting work on the side may obtain such a permit. The contractors or 
businesses with whom he competes have to use taxed gasoline in their vehicles. 
So in actual practise any operator of a truck which has been licensed with an 
“F” license may use purple gasoline in his truck and use it for an extremely wide 
variety of purposes. 


After tax free gasoline was first permitted to be used on highways, restrictions 
on what constituted a “wholesale” sale by a bulk station were also relaxed. 


As pointed out earlier, the Fuel Oil Tax Act prohibits any retail dealer from 
having purple gas in any pump or other dispensing equipment that may be used 
for delivering or dispensing fuel oil directly into the fuel tank of a motor vehicle. 
It also prohibits the placing of purple gasoline directly into the fuel tank of a 
motor vehicle by either a retail or wholesale dealer in fuel oils. The intent of 
these provisions was to make it a little more inconvenient to get tax free gasoline 
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put into the tank of a vehicle used on highways. These provisions were supported 
by a volume definition of a “wholesale” sale. Alberta Regulation 126/58, Regu- 
lations under the Fuel Oil Licensing Act, Order-in-Council 678/58, originally 
defined a Wholesale Sale as follows: 


“ “Wholesale Sale’ means a sale of fuel oil in quantities of not less than 20 gallons 
for delivery at any one time to be removed from the premises in containers at the 
time of sale.” 


By Order-in-Council 864/62, this section was amended in June 1962 by 
deleting the words “in quantities of not less than 20 gallons for delivery at any one 
time”. 


The effect of this amendment has been to remove any quantitative definition 
of a wholesale sale of fuel oil. Now a delivery of one gallon in a can may be 
regarded as a wholesale sale. Since purple gasoline can now legally be sold by 
bulk stations in gallon or 5-gallon containers, the purchaser doesn’t need tanks 
or pumps as he can simply pour it into his own vehicle tank. 


If you have an “F” license and a can for your purple gas, you’ve no need 
for service stations and you can save approximately 20c a gallon on your gasoline. 
These factors have caused at 32% drop in the average volume sold by rural 
service stations. 
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CHAPTER 41. THE USE OF PURPLE GASOLINE 


(1) Farm License Plates & Purple Gasoline 


“F” licenses are issued in much the same manner as regular passenger 
car licenses are issued. Posted on the wall of the issuers’ office is a sign, Chart 112, 
which draws the applicant’s attention to a regulation about who is entitled to 
buy farm license plates. The applicant is asked if he is a farmer, rancher or market 
gardener and if he replies in the affirmative he gets the license. No further proof 
is required and no regular checks are made to determine if, in fact, the owners 
of vehicles with “F” licenses are farmers. 


CHART 112 





ATTENTION FARMERS 


PLE ASE NOTE if Farm license plates are to be used only on 


HIUIUIUUOUCAUUUUOUUUUULUUUUUUUUUL UU vehicles owned and operated by bona fide 
farmers solely in connection with their own farm, ranch or market garden, 
but these plates are not to be used for operation of a vehicle in connection 


with any other line of business in which the owner may be engaged. 


Motor Vehicle Branch 


DEPARTMENT OF HIGHWAYS 


Table 165 
Purple Gasoline — Use on Highways — 1965-66 
The total number of motor vehicle registrations in Alberta was: 


Commercial licenses (including “F”) ..................... wee bees hil 
Passenger: licenses} i ee ee ere ee a L265 
Total motor vehicle repisitalions soir sten . Riera, Ay Mee “598,636 
51% of all commercial vehicles in Alberta (other than trailers) had “F” licenses. 
OPE LICENSES ees e tac tec tr tee ot oeeerte cre Geena ee ESBS, 
other commercial licenses occ ccc ce cceseecveeeeeseen 87.812 
Total "commercial# licensess. te. Sh odes 479,371 


One vehicle out of every 6 on the highway was a “farm” vehicle using purple tax free gasoline. 
CF aiCenses STS) 


Total motor vehicle registrations 


MS ae OE Rea se _ 598,636 


The gasoline used in vehicles with “F” licenses if taxed would have produced $7,581,000.00. 
Farmers who can legally use tax free gasoline in their “F” licensed trucks are convicted for 
illegally using purple gasoline more than any other category of users. 


Convictions for the Illegal Use of Purple 
Colored Fuel 


Companies & 


Year Total Farmers Truckers Businessmen Labourers Misc. 
1960 2,046 1,088 279 104 e354 344 
1961 2155 1,035 281 153 280 406 
1962 2,116 1,093 220 141 252 410 
1963 1,280 637 96 109 199 239 
1964 1,147 567 141 81 164 194 
1965 639 298 95 58 80 108 


Page 552 Part 10 


(2) Price Advantage of Using Purple Gasoline 


Since purple gasoline is exempt from the fuel oil tax it necessarily follows 
that purchasers of this fuel are able to save at least 12c per gallon. However, 
a greater saving is obtained because purple gasoline cannot be bought from a 
service station so the buyer not only saves the tax, but also saves the service 
station operator’s markup, and obtains the advantage of any discount the oil 
company gives from its “posted other consumer tank wagon price”. 


Section 13 (1) of the Fuel Oil Tax Act reads: 

13. (1) No retail or wholesale dealer in fuel oils shall fill or place in the fuel tank 
of a motor vehicle any fuel oil colored or identified under Section 10. 

(2) No retail dealer in fuel oils shall have any fuel oil coloured or identified 
under Section 10, in any pump or other dispensing equipment that may be used 
for delivering or dispensing fuel oil directly into the fuel tank of a motor vehicle. 
(RESTARELO S Sacre 12 Smeal 3 9 G0)nC.3 55.0) 

(N.B. Section 10 referred to in the above Section 13 authorizes the use of 
purple dye as per section 18 (1) and (2) quoted earlier). 

Purple gasoline must be purchased from a bulk plant and it is easily under- 
stood why people want to use purple gasoline which costs them 20c or 21c per 
gallon when the same grade of gasoline made by the same refinery but bought 
through a service station would be approximately 40c per gallon. There are no 
restrictions on who can buy gasoline from a bulk plant, so the way is wide 
open to anyone to buy tax free gasoline. The result of this situation is that 
purple gasoline is being used both legally and illegally in motor vehicles used on 
the roads in Alberta. 


The price advantage in purchasing from a bulk station would usually be 
greater than shown on Chart 113. The chart is based on posted prices for the bulk 
stations, and bulk stations are frequently supplied at a discount from posted prices 
whereas service stations as a general rule pay “posted dealer tank wagon prices” 
and are not supplied at a discount. Taxed gasoline obtained from a bulk station 
in many cases is obtained at discounts of 1c or 142c below “posted other consumer 
tank wagon prices” and not taxed purple gasoline obtained from a bulk station 
frequently enjoys discounts of 112c, 2c or more. Accordingly the price differential 
shown on the facing chart may be increased in many cases by Ic or 2c per gallon 
due to discounting. If the discount exceeds 1'’2c per gallon the farm consumer 
pays less than the wholesale price paid by the service station operator. 


(3) Increasing Use of Purple Gasoline 


In order to take advantage of the savings offered by the use of purple gasoline 

many people are using light trucks with “F” licenses rather than cars: 

(a) The increase in the number of “F” licenses (See Chart 114) has been 
accellerating although the farm population has been declining. 

(b) From 1954 to 1958 the average yearly increase in ‘“F” licenses was 
3.95%, but in the years from 1958 to 1966 since purple gas has been 
permitted on highways the average yearly increase in “F” licenses was 
5213 % . 

(c) In 1954 there were only 76 “F” licenses per 100 farm households while 
in 1966 there were 135. 


Purple gasoline is purchased by farmers in bulk and is used in both farm 
trucks and in agricultural equipment as well. It is, therefore, rather difficult to 
know just how much of this gasoline is being used by vehicles on the roads. 
There were in 1965, 91,559 registered vehicles licensed with “F” licenses in 
the Province. The average number of gallons of motor fuel used by all licensed 
vehicles in Alberta that year was 586 gallons per vehicle. Assuming that farm 
trucks would have used a like amount then this would mean that there was 
63,176,000 gallons of purple gasoline used legally on the roads in Alberta that 
year. At 12c per gallon this would have produced $7,581,000.00 in tax. 


Although the R.C.M.P. and other police forces in the Province do some 
enforcing of the regulations under both the Fuel Oil Tax Act and the Public 
Service Vehicles Act, a large share of this enforcement is done by the Inspection 
Services Branch of the Attorney General’s Department. There are from 30 to 35 
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CHART 113 


COMPARATIVE GASOLINE COSTS PER GALLON 
FROM SUPPLY SOURCES AVAILABLE TO OWNERS USING ‘F’ LICENCES - ALBERTA 1965 


REGULAR GRADE GASOLINE 


TAXED GASOLINE NOT- TAXED 
PURPLE GASOLINE 


39.9¢ 















DEALER 
MARK-UP 


8.1 
J 33.3¢ 






PROVINCIAL 
GOVERNMENT 
TAX 12¢ 






PROVINCIAL 
GOVERNMENT 
TAX 12¢ 









COST OF 































GASOLINE ee 
COST OF TO BULK 
GASOLINE DEALER (3) eee 
TO RETAIL 91.34 6) (3) 
DEALER (2) ; DEALER, 
(1) 21.3¢ 
19.8¢ 


SUPPLY RETAIL BULK BULK 
SOURCE: OUTLET STATION STATION 


(1) WEIGHTED AVERAGE PRICE FOR ALL COMPANIES 
(2) POSTED DEALER TANK WAGON PRICE 
(3) POSTED OTHER CONSUMER ‘FARM’ TANK WAGON PRICE 


NOTE: 1.9¢ FEDERAL SALES TAX INCLUDED IN COST OF GASOLINE TO DEALER 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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CHART 114 


“F” LICENSES PER 100 FARM OPERATORS 





ALBERTA 1954 -1966 
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officers on staff with this Branch. These men move from one area of the Province 
to another making checks on vehicles as they go. When a vehicle is checked the 
officers inspect the lights, licenses, etc., and inspect the fuel in its tank as well. 
While checking for the proper use of an “F” license it is nearly impossible for 
these officers to determine if the operator of the vehicle qualifies for such a license. 
Because of the very varied nature of the farmer’s work, he may be doing almost 
any type of work and still be engaged in part of his farming operation. 


However, there are some charges laid under the Fuel Oil Tax Act for the 
illegal use of purple gasoline. Out of 40,554 vehicles checked in 1965, 639 
operators were convicted for this offence. There are very few second or third 
time offenders but this is partly due to the odds against being spot checked twice. 
Since 1.58% of the vehicles checked were using purple gasoline illegally and 
since the consumption of taxable motor grade gasoline in the same year was 
335,048,596 gallons it can be estimated that there were at least 5,293,768 gallons 
of tax free gasoline used on the roads illegally in 1965. At 12c per gallon this 
is a tax loss of $635,000.00. 


Bulk plant operators have profited by the change in the Fuel Oil Tax regu- 
lations regarding the use of purple gasoline in “F” licensed vehicles. These 
operators are paid a sales commission on this type of sale which is much higher 
than their commission for the same gasoline if it were taken to a service station. 
Not so the service station operator. He not only has lost this business but, in 
many cases he has lost the customer as well. Once a customer buys a half-ton 
truck, which is as comfortable as a modern car, he uses purple gasoline and has 
no real need to go into a service station. The station operator has then lost 
contact with the former customer and has lost a chance to sell T.B.A. items and 
repair, labour and service as well. Many of these farmers now buy their T.B.A. 
items from chain stores and supermarkets when they are doing other shopping. 


This loss has not been felt, to any large degree, by service stations located in 
Calgary and Edmonton. However, the situation in the rural areas of the Province 
is different.. Here a large share of the potential customers are farmers. Since 
farmers can buy gasoline at half price this is what they do. If all the purple gaso- 
line that is used in vehicles on the roads, was bought from service stations, located 
outside Calgary and Edmonton, then these service stations could, on the average, 
increase their gasoline business by about 51%. 


The present system of enforcement is not very effective through no fault 
of the enforcement officers. Spot checks find only a fraction of the violations. A’ 
man found using purple gas may appear to be violating the spirit and intention 
of the Fuel Oil Tax Act but if he is the holder of an “F” license he cannot be 
convicted. The Committee is of the opinion that the illegal use of purple gas is 
much more widespread than is indicated by the minimum assumptions on which 
we based our charts. The Automotive Retailer’s Association submits convincing 
arguments that it is. 


The Committee considered recommending that purple gasoline be permitted 
in trucks of one ton or more in capacity. Such a recommendation would certainly 
eliminate a number of problems. Many of the persons who have improperly 
obtained “F” licenses did so for vehicles of one-half or three-quarter ton size. The 
larger trucks are less likely to be used for holiday trips, hunting trips or other 
similar purposes than the smaller trucks which in comfort and utility are com- 
parable to a car. Although this suggestion would solve much of the problem, the 
Committee considered it to be unfair in that it would permit farmers with large 
trucks to use tax free gasoline but there would be many bona fide agricultural 
operations for which small trucks would be more appropriate where tax free 
gasoline could not be used. 

The present law has no restrictions on the sale of purple gas by bulk 
agents, no restrictions on the purchase of purple gas by the public, just a restriction 
on use. Accordingly there is nothing illegal about buying, selling or possessing 
purple gas unless you are found using it illegally. The spot checks made by a 
handful of inspectors is the only present method of checking use, and this 
uncovers only a few of the offenders. Any person can go to a bulk agent and 
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CHART 115 


GASOLINE USED ON ALBERTA ROADS - 1965 


TAXED NOT-TAXED 
PURPLE 


RETAIL 
OUTLETS 
OUTSIDE 
CALGARY 

AND 
EDMONTON 


133,764,000 GALLONS 


RETAIL 
5,294,000 GALLONS 


ILLEGAL 


123,672,000 GALLONS 





63, 176,000 GALLONS 











257,436,000 GALLONS 68, 470,000 GALLONS 


The not-taxed purple is the maximum volume that could have been lost by rural retail 
outlets as a result of permitting farm trucks to use purple gas on highways, 


The illegal part of the not-taxed purple would be added to the rural retail outlet volume 
and the government tax revenue would be similarly increased by improved enforcement. 


Nearly 17% of all gasoline used on Alberta roads is not taxed. 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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CHART 116 


VOLUME LOSS AT RURAL RETAIL OUTLET 


CAUSED BY THE USE OF PURPLE GASOLINE ON ALBERTA ROADS - 1965 
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USE INCREASE 
PURPLE IN 
GAS POSSIBLE 
ON VOLUME 
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BY 
STOPPING 
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USE 
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164,000 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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CHART 117 


PROVINCIAL REVENUE AND EXPENDITURE 
FOR VEHICULAR TRAFFIC — ALBERTA 1965 


TAX LOSS ON 3) 
PURPLE $7, 581, 000 
GASOLINE 


PROVINCIAL EXPEN- 

DITURE ON HIGH- $68,902,447 
WAYS AND RURAL stent 

ROADS 


ALL VEHICLE 

REVENUESIN- 

CLUDING LIC- (2) 
ENSES AND $60,652,606 
MOTIVE FUEL 


TAXES 





$68,902,447 (1) $68, 233, 606 





IF PURPLE GAS, NOW USED ON ALBERTA HIGHWAYS WERE TAXED AT 12 CENTS 
PER GALLON THE PROVINCE WOULD REALIZE APPROXIMATELY $7, 581, OOO IN 
ADDITIONAL REVENUES. 


SOURCE: (1) DOMINION BUREAU OF STATISTICS PUBLICATION 53-201 
(2) DOMINION BUREAU OF STATISTICS PUBLICATION 53-220 
(3) GASOLINE MARKETING ENQUIRY RECORDS 
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buy as much tax free gas as he chooses. The bulk agent doesn’t have to inquire 
or to record to whom it was sold, the use for which it was sold, or the volume 
sold to any customer. The oil company isn’t interested because it makes as much 
on tax free gasoline as on taxed gasoline. 


(4) Recommendations re Purple Gasoline 


The right to use purple gasoline on the highway is a valuable privilege, as 
it enables the user to purchase gasoline for approximately 20 cents a gallon less 
than the price paid by other motorists. To make sure that this privilege is used 
only by the persons intitled to it, in the opinion of the committee, justifies the 
administrative expense of requiring an annual written application and the 
granting of a written permit to use purple gas. 


The committee’s recommendations are enumerated below. 

(1) The purple gas permit entitling the holder to buy and use purple gas 
should be issued by the Department which is responsible for imposing 
the tax. 

(2) The application for the purple gas permit should describe the exempt 
uses for which it is required, classified into: 

(a) other than highway uses; and 
(b) highway uses. 

(3) Any farmer, rancher, or market gardener applying for a purple gas 
permit who wishes to operate one or more trucks bearing “F’” licenses 
on highways should be required to complete a statutory sige eh 
along the following lines: 

1. I am a (farmer), (rancher), (market gardener), actively carrying on my oon 
tural operations in Alberta during 196 

. The other businesses or occupations in which I am actively engaged (if any) are:— 

. The legal description of the land on which my agricultural operations are being 

conducted is:— containing ............ acres. 

. The principal agricultural products which I produce on the said lands are 

enumerated as follows:— 


. I desire to operate on highways during 19 the following trucks to be licensed 
with “F” licenses:— 


un -& WN 


Make Year Tonnage 











6. Each truck so licensed will be used principally for agricultural purposes as follows: 


Description of Truck Description of Main 
Agricultural Uses 
of Truck 














(4) The purple gas permit issued to a farmer, rancher or market gardener 
shall list and describe his vehicles which are approved for licensing with 
FP icenses: 

(5) An “F” license for a farm truck should be issued only to the holder 
of a purple gas permit which describes that vehicle. 

(6) On every sale of purple gasoline to a permit holder, the bulk agent 
should be required to prepare an invoice recording:— 

(a) the name of the purchaser; 

(b) the number of his purple gas permit; 

(c) the gallonage purchased; 
and the purchaser or his agent should sign the invoice to acknowledge 
receipt. 

(7) It should be made illegal to buy purple gas without a permit. 

(8) Oil company records of sales of purple gas to permit holders should 
be open to inspection by the Fuel Oil Tax Branch as an aid to enforce- 
ment and as a source of accurate data on what categories of users are 
benefiting from the tax exemption. 
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The above suggestions would enable much more effective checks on the 
use of tax free fuel oil. The inspectors could compare information disclosed on 
an application with the applicant’s actual operations to verify whether he is en- 
titled to a permit. A copy of the permit should be carried in every vehicle bearing 
an “F” license. In the case of a violation if the permit could be suspended this 
would be one of the more effective penalties for using tax free gas improperly. 
The inspectors could check the purchase records of a person who used tax 
free gas improperly which would provide some facts as to the volume of his 
purchases. 


If records existed from which purchasers could be identified, and volumes 
used could be computed and investigated, this would enable much more efficient 
enforcement than haphazard random checking of vehicles on highways. 


This recommendation would require the issue of approximately 70,000 
purple gas permits per year to farmers, approving approximately 90,000 vehicles 
for “F” licensing. If the government considers that those who benefit from the 
exemption should bear some part of the cost, each applicant for the tax exemption 
could be charged a small fee for the permit which would cover part of the cost 
of administering it. 


The permit system should result in: 
(a) a substantial decline in illegal use of purple gas; 
(b) an increase in the fuel oil tax collected by the province; 


(c) an increase in the volume of taxed gasoline sold by rural service station 
operators; 


(d) much more information being available to enforcement officers from 
applications for permits and from records of sales which would make 
enforcement of tax payment simpler and more efficient. 
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PART 11 
THE WORLD OIL PERSPECTIVE 


CHAPTER 42. THE COLOSSAL SIZE OF THE INTERNATIONAL 
OIL COMPANIES 


(1) The Need for Perspective 


The oil industry is huge, and the problems affecting any part of it are inter- 
woven and tremendously complex. 


In attempting to obtain enough information to understand the operation of 
even a part of this colossal industry, examine its problems, and venture opinions 
about the practices of experts with a lifetime of experience in the business, the 
Committee was mindful of the lesson illustrated by the old fable of the blind men 


examining the elephant. PARIS 













z 





























the blind men and the elephant 





It was six men of Hindustan The First approached the elephant, 
To learning much inclined, And, happening to fall 

Who went to see the elephant Against his broad and sturdy side, 
(Though all of them were blind), _ At once began to bawl: 

That each by observation “God bless me! but the elephant 
Might satisfy his mind. is nothing but a wall!” 
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The Second, feeling of the tusk, 
Cried: “Ho, what have we here 

So very round and smooth and sharp? 
To me ’tis mighty clear 

This wonder of an elephant 
Is very like a spear!” 


The Third approached the animal, 
And, happening to take 

The squirming trunk within his hands, 
Thus boldly up and spake: 

“T see,’ quoth he, “the elephant 
Is very like a snake!” 


The Fourth reached out his eager hand, 
And felt about the knee: 

“What most this wondrous beast is like 
Is mighty plain,” quoth he; 

“°Tis clear enough the elephant 
Is very like a tree.” 


The Fifth, who chanced to touch the ear, 
Said: “E’en the blindest man 

Can tell what this resembles most; 
Deny the fact who can, 

This marvel of an elephant 
Is very like a fan!” 


The Sixth no sooner had begun 
About the beast to grope, 
Than, seizing on the swinging tail 
That fell within his scope, 

“I see,” quoth he, “the elephant 
Is very like a rope!” 


And so these men of Hindustan 
Disputed loud and long, 

Each in his own opinion 
Exceeding stiff and strong, 

Though each was partly in the right. 
And all were in the wrong! 


So, oft in oil’s commercial wars 
The disputants, I ween, 
Rail on in utter ignorance 
Of what each other mean, 
And prate about an elephant 
Not one of them has seen! 


Although our committee’s specific assignment was to examine problems in 
marketing, we considered it essential, if we were to avoid the error of the blind 
men, to obtain some information and understanding relating to the oil industry 
as a whole. 


Just as some actions of the elephant’s trunk may be motivated by the hunger 
in his stomach, so the actions of an oil company marketing department may be 
motivated by considerations arising from the production and refining of oil. 


The Committee thinks conclusions drawn from examining only one part 
of the industry are more likely to be partly right and partly wrong than if the in- 
dustry is considered as a whole. We are convinced that some marketing practices 
have no sensible explanation and would not exist if it were not for overriding 
considerations arising from producing, refining, and other parts of the oil com- 
pany’s total area of concern. 


In the oil industry, very few persons engaged in it have the opportunity to 
see or comprehend the whole elephant. Most are concerned with the problem of 
making their own segment work better, not the problem of why it works the 
way it does, or how it fits in the broad perspective. 
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(2) Classification of Companies 

The oil industry comprises a great number of companies, differing enormously 
in size and scope of operations. These companies may be broadly classified in 
three groups. 


(yee intermational Oil’ Companiesues.e= 8 companies 
(2) Other Major Integrated Oil Companies ____ 30 companies (approx.) 
(3) Smaller Oil Companies ____ i. . 1,100 companies (approx.) 





1. The Eight International Companies 


Seven of the eight companies included in this classification are referred to 
in the “Report to the Federal Trade Commission by its Staff” in 1952 as the 
“International Petroleum Cartel”. These are: 

Standard Oil Company, New Jersey 

The Royal Dutch - Shell Group of Companies 

British Petroleum Company Limited 

Gulf Oil Corporation 

The Texas Company 

Standard Oil Company of California 

Socony Mobil Oil Company Inc. 


For convenience of reference, the Committee will use the term “cartel” to 
designate these seven companies. The eighth in the international classification is 
The French Group, 
which includes Compagnie Francaise des Petroles (C.F.P.), and E.R.A.P. 


Historically, the “cartel” companies and the French Group have: 
(a) controlled the exportable oil of the world; 
(b) determined and controlled the price of crude throughout the world; 


(c) determined and controlled the price of refined products throughout the 
world; 


(d) acted collectively in partnerships, in joint ventures, and by agreements in 
many parts of the world. 


2. Other Major Integrated Companies than the 8 International Companies: 

(a) produce their oil and market their refined products primarily in the 
same country or continent; 

(b) have no substantial production in excess of their own national markets 
for export to world markets; and 


(c) operate mainly in the United States and Canada. 


This classification includes companies such as Sun Oil Company, Tidewater 
Associated Oil Company, Phillips Petroleum Company, Skelly Oil Company, 
The Pure Oil Company, The Atlantic Refining Company, Continental Oil Com- 
pany, Sinclair Oil Corporation, Cities Service Company, Mid-Continent Petroleum 
Corporation, Standard Oil Company (Indiana), Standard Oil Company (Kentucky) 
Inc. 


3. Smaller Oil Companies 

(a) operate usually in one country and usually in only one function such as 
production or marketing. 

(b) although numerous, collectively account for only an insignificant propor- 
tion of the world’s oil reserves, production, refining and marketing. 


One measure of the relative magnitude of these companies is obtained by a 
comparison of assets. 


Chart 119 illustrates the comparative assets of: 

(a) the eight international companies which control the free world’s export 
oil, 

(b) other major integrated oil companies, 

(c) the largest Canadian industrials. 
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CHART 119 


OTHER INTEGRATED 
OIL COMPANIES 


STD OF INDIANA (U.S.) 





PHILLIPS PETROLEUM (U.S.) 








CONTINENTAL OIL _(U.S.) 








UNION OIL CO (U.S.) 
SINCLAIR OIL (U.S.) 








CITIES SERVICE (U.S.) 
ATLANTIC RICHFIELD (U.S.) 





SUN OIL COMPANY (U.S.) 


PETROFINA, S.A. (BELGIUM) 
TIDEWATER OIL (U.S.) 





MARATHON OIL (U.S.) 





SUNDRAY DX (U.S.) 
SIGNAL OIL (U.S.) 
IDEMITSU KOSAN (JAPAN) 
STANDARD OF OHIO. (U.S.) 
TENNECO OIL (U.S.) 
SKELLY OIL (U.S.) 








ASHLAND OIL (U.S.) 

HESS OIL (U.S.) 

KERR-McGEE (U.S.) 

PACIFIC PETROLEUMS (CANADA) 
MARUZEN OIL (JAPAN) 


ALL OTHER INDEPENDENT OIL COMPANIES 


Page 568 


WITH CANADIAN 


| 
I>. 250-50] 


AIL 2.500 2,750 [7 
UU 2,250 1,500 


OT 1.500 - 1,750 Jl 
UU 1.250 - 11,500 [ll 








| 10,500 - 10,750 

















1966 


ASSETS 


(Millions of Dollars) 


13,750 - 14, 000 |i 


MMMM 13,500 - 13,750 | 
[2.750 0,00 Il 


12,000 - 12,250 


! 


[00-0250 J 
10,750 ~ 11,000 |} 








[79,2500 500 
fl ©.20- 0.20 I 
[9,750 10,060 
[seo 9750 Jl 
TT 250-00 ll 
00-920 | 
Il 750-00 
I 00.70 I 
r 
| 6,000 -0.250 
7.750 6,00 I 
7 0-7 720 
IN 725700 
(EE 
6,750 - 7,000 |j| 
IL ss - 6.70 | 
| 620-6, 50] 
! 










































































5,500 - 5,750 


[5.000 5,220] 
Tl «730 3,00 


[5720-600 f 





il 




















I «0° +720] 
2.750 4.0] 
20-370] 

[2203.50 


| 3,000 - 3,250 
EL 2.750 - 3,000 | 





























I 2.500 - 2,750 Ii 

II 2.250- 7,500] 

I] 2.000 - 2,250 | 

[20-170] 
250-1, 500 
ll} 1,000 - 1,250 
[730-1000 I 
[| 200 - 750 Tl 
250 - 500 | 



























































































































































































































































































































































































































































ASSETS OF ALL MAJOR OiL COMPANIES COMPARED 
INDUSTRIAL FIRMS 


MAJOR 
INTERNATIONAL GROUP 


ESSO 


SHELL 


TEXACO. 


GULF 
MOBIL 
B.P. GROUP 


STD. CAL 


FRENCH GROUP 


LARGEST CANADIAN INDUSTRIALS 


ALCAN ALUMINIUM 
INTERNATIONAL NICKEL 


DISTILLERS CORP. 
MASSEY FERGUSON, 






STEEL CO. OF CANADA 
MACMILLAN BLOEDEL 


DOMTAR 
DOMINION FOUNDRIES 
NORANDA MINES 


ALL OTHER CANADIAN INDUSTRIES 


Part 11 


(3) Magnitude of The Oil Industry 
The colossal size of the oil industry almost defies comprehension. 


Most Canadians regard the Alberta Government as wealthy. The annual 
expenditures of the Alberta Government for education, universities, highways, 
hospitals, health, welfare, public works, agriculture, and for many other depart- 
ments of government total a very large sum. But, a regional office, located in Al- 
berta, of a single subsidiary of one international oil company spent in the year 
1966 approximately 50 million dollars more than the total Alberta Government 
expenditure in the same one year period. 


One Canadian subsidiary of a cartel company paid taxes in Canada during 
1966 in excess of 100 millions of dollars. What other Canadian taxpayer equals 
this? Yet this subsidiary is only one of several hundred subsidiaries controlled by 
its international parent, which, in turn, is one of the seven giants referred to as 
Nes Calrel. 


More than half of the Alberta Government’s expenditures are offset by 
receipts from oil. In the fiscal year ending 31 March, 1966, the Government 
of Alberta spent $515,894,635. In the same period it received directly from the 
Oil Industry $292,862,081. This does not include such things as business licenses 
on thousands of service stations and bulk plants, motor vehicle licenses for 
thousands of oil industry vehicles, income tax paid by oil companies to the Cana- 
dian government, some of which comes back to Alberta indirectly, or income tax 
paid by employees of oil companies, or municipal property taxes on refineries, 
gas plants, service stations, bulk agencies, and office buildings. 


Alberta Receipts from Oil Industry 
Fiscal Year Ending 31 March, 1966 





Fuel oil tax (collected by companies from consumers) ............... $ 43,113,875 
IMEter a Meta xmcc MeL VOU (AU CUSUTY) )e8i tenance aan gk. vacpencse nda panceien ot 19971-5996 
Clean Gren Cotiseh vations BORIC xe. o.occpicen cues csess eee cadengtesnnsblonn : 1,123,820 
Reritalsueeweeerremeeee ee Me Fp VI cedars ee eeessnunncens 57,017,924 
HOV Gh GLC S RR ca aS SR sad ous haters ea bei gst aai 68,634,351 
SalesnOMeOWllLlcases, ANG TESCLVAUONS 9 cede. gma caine cees soccer: 120505115 
LOLA SCM NEIII oo Bh ne Ite cll ce wwe va huetndeleggecty: ... $292,862,081 


The gross revenue of the seven “cartel” companies is approximately one 
hundred times larger than the revenue of Alberta, and is approximately five times 
as large as the revenue of Canada as a whole. With revenues of this magnitude, 
the economic power of the “cartel” companies is immense. 
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CHART 120 


GROSS REVENUE COMPARISON 


ALBERTA GOVERNMENT, CANADIAN GOVERNMENT 
AND INTERNATIONAL OIL CARTEL - 1965 


(MILLIONS OF DOLLARS) 


50,000 


40,000 


30,000 


MILLIONS OF DOLLARS 


20,000 


10,000 





ALBERTA CANADIAN INTERNATIONAL 
GOVERNMENT GOVERNMENT OIL 
REVENUE REVENUE CARTEL 
REVENUE 


SOURCE: GASOLINE MARKETING ENQUIRY RECORDS 
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CHAPTER 43. WORLD OIL PRODUCTION AND EXPORT 


(1) World Production 


In 1949 the production of crude oil was concentrated in three geographic 
areas: 

1. North America (U.S. and Mexico), 

2. The Caribbean (principally Venezuela), and 

3. The Middle East. 


These areas accounted for 85% of the world’s total, although crude oil was 
produced in more than 40 countries in 1949. 


(2) World Export 


Generally, North America consumption has exceeded its production so, the 
principal oil for export has originated historically in two areas— 

1. The Middle East, 

2. The Caribbean. 


Most countries must rely on imports for most of their oil supplies. Even 
the relatively small number of countries which have some oil production supple- 
ment such production with substantial imports. 


The exportable oil of the world was effectively controlled by eight internation- 
al oil companies, which controlled the oil of the Middle East and the Caribbean. 


Most imports must necessarily come from one or more of the “cartel” com- 
panies and C.F.P. 


These “cartel” companies conduct joint operations through pairings or 
groupings in most parts of the world. 


(3) The Oil “Cartel” and Middle East Oil 


The Iranian Consortium, in which all of the “Cartel” companies and C.F.P. 
are partners, has exclusive control of the oil of Iran. 


1S te ae eee Oe 40% 
CLE Weems, 14% 
ESSO Sect e-Apee 1% 
CECX ACO mene 8 Weare ee ee 71% 
Standardtoft California’ 4... 472 71% 
Mobil aa aS. 2 eee. 1% 
SCL GOE, § Ges, See eee, 2.0 1% 
CE Pe (erench Group) 2... 488 i, 6% 


Four of the “Cartel” companies and C.F.P. own 95% of the shares of Iraq 
Petroleum Co. Ltd., which controls all the oil of Iraq, Qatar, the Trucial Coast and 
other less important areas in the Middle East. 


Shell Jee ee cs ccs 23.75% 
B.Pa eee ee 23.75% 
C.FES (French Group) een ee 23.1590 
Mobil boeken eb es Mt LIES 1506 
BSc} othe eet ReL Er he 1 375% 


Four of the “Cartel” companies own all of the shares of Arabian American 
Oil Co., which controls all the oil in Saudi Arabia. 


ESS0 fiessichcarcik. ots nce Eee 30% 
DL EZACO : Ae he AO xe 30% 
Standard of Califormia «0.4... 30% 
IMGT ete ote tine Meh ides 10% 
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Two of them own the Bahrein Petroleum Co. Ltd., which controls the oil 


resources of Bahrein Island. 


Texaco 
Standard of California 


Two of them jointly own the oil of Kuwait. 


(4) The Oil “Cartel” and Caribbean Oil 


Most of the oil resources of the Caribbean Countries are similarly controlled 
by the “Cartel” companies, either by separate operations or by joint companies 
or partnerships. About 36% of the oil of Venezuela is produced by Esso through 
Creole Petroleums. Compania Shell is the next largest, followed by Mene Grande, 
which is a joint company of Gulf, Shell, and Esso. Similar patterns exist in other 


Caribbean producing countries. 


Creole Petroleums (Venezuela) 


Compania Shell de-Venezuela-Limited~...... ¢ccmnn.. 


Mene Grande (Venezuela) 


Texaco Maracaibo Incorporated ....... 
iexasweectrolcunmeOnipany 7, pe 
Coro Petroleum Company 


Weneziiclat Usk enon. CO... Bose nae eee 


Compania de Petroles Group, Columbia, S.A. ------ 


Tropical Oil & 26 subsidiaries 


Aranaucabeyel I(oreinverda) ANREEIS IEWGh, soacascyc cesar osouanoeoupaaoosanner 
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Texaco 
Texaco 
Texaco 


Texaco 
Gulf 
Esso 
Shell 


Mobil 
California 
Texaco 


Esso 


Shell 

B.P. 
Trinidad 
Leaseholds 


95.41% 
100 % 
0S So 


252 .% 
25 = [% 


100 % 


100 % 
100 % 
100 % 


33.14% 
33 3% 
16 %3% 
16 4% 


100 % 


33 3% 
33 43% 
33 %% 


100 % 


83.58% 


33 43% 
33 43% 


33 3% 


100 % 
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(5) Oil Imports And Exports 1955 & 1965 
In 1955, the historic export sources 
(a) The Middle East, and 
(b) The Caribbean 


accounted for practically all the world’s export crude. 


In 1965, although the two historic export sources still dominate 
(a) African exports (from N. Africa and Nigeria) have grown spectacularly 


(b) Russia is becoming a significant exporter and has ceased being an im- 
porter. 


(c) Canadian exports are overtaking imports, although Canada remains a 
net importer. 


In 1955 the largest importers were: 
(a) West Europe 
(b) The U.S.A. 


Tn 1965 the largest importers were: 


(a) West Europe 














(b) Japan 
(c) The U.S.A. 
CHART 123 
at 
OIL IMPORTS AND EXPORTS 1955 & 1965 
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(6) Main Oil Movements By Sea 


1355 
This clearly shows the two historic export sources of oil 


(a) the Middle East 


(b) the Caribbean. 
CHART 124 


MAIN OIL MOVEMENTS BY SEA 


1955 

















1965 

















1965 


The Middle East and the Caribbean are still the principal sources of export 
crude. 


However, two new sources are assuming increasing importance in export 
(a) African oil from North Africa and Nigeria 
(b) oil from U.S.S.R. 
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(7) World Oil Supply & Demand 1965 


The exportable excess of supply over demand is still obvious in the historic 
export sources 


(a) The Middle East 
(b) The Caribbean. 


The exportable excess of supply over demand is becoming apparent in newer 
export sources 


(a) in Africa (North Africa and Nigeria) 
(b) in Russia. 


The largest importers are 
(a) West Europe 

(b) Japan 

tc) USHA: 


CHART 125 


WORLD OIL SUPPLY AND DEMAND 1965 


CONSUMPTION 
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Table 166. 


WORLD OIL SUPPLY AND DEMAND 


1965 


(Thousands of Barrels Per Day) 
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United States = 31;300 
Mexico: Sane 341 
North America Total .............. 12,791 
Bahama Islands “gece 28 
Barbados ...... i t:) 
Bermuda? <...<is0s ee 6 
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Canal Zone ..........-- ce 48 
Costa Rica ..- . 5 
Cuban cacercates 95 
Dominican Republic = 10 
El Salvador ..........-... = 7 
Guatemala .... x 12 
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Honduras ... 6 
JaMAICH. Vanes 23 
Netherlands W.I. 4 110 
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Panama .......- 14 
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Trinidad. 5a2s cnn oe 58 
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Production 
NORTH AMERICA 
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AFRICA 


552 
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Country Demand 
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aSt PEULODe  Stsecccez cc dsccedeceaesewues 777 
China, Mongolia, North 

Korea and North Vietnam .. 173 
Communist Bloc Total ............ 4,537 
* Net Imports from U.S.S.R. 
WORTDIST OTA Lijeeteccsscocest-ennecs 31,079 
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CHART 126 
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(8) Production and Reserves 
Total Discovered Oil 
The Middle East has the world’s largest reserves of oil. 


The U.S. has already produced more oil than remains in its known reserves. 
In addition to consuming its own production, it has consumed a large part of the 
Caribbean production. 


The U.S. will become increasingly dependent on imports. 


World Cumulative Crude Oil Production & Reserves 
1950 - 1965 


The reserves known in 1950 were fully consumed by the end of 1964, a 
life of 14 years. 
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WORLD CUMULATIVE CRUDE OIL PRODUCTION & RESERVES 
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Cumulative Production & Cumulative Discoveries of Oil 1900 - 1966 


The cumulative amount of discoveries that exist in any year is equalled by 
cumulative production ten to fifteen years later. 


The known reserves in any year are usually produced within ten to fifteen 
years. 
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CHART 131 
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CHAPTER 44. THE INTERNATIONAL OIL “CARTEL” 


(1) Dominant Position of the “Cartel” 


The outstanding characteristic of the world oil industry is the dominant position 
of eight international companies. The eight companies that conduct a majority of 
the world’s oil business include five American companies, two British-Dutch 
companies, and one French company. 


In the “Staff Report to the Federal Trade Commission” of the United States, 
prepared in August of 1952, entitled the “International Petroleum Cartel’, the 
world position of seven of these eight oil companies (excluding Compagnie 
Frangaise des Petroles) was examined as of January 1949. 


In 1949, outside of the United States, Mexico, Russia and Russian controlled 
countries, the seven “Cartel” companies controlled 


(COVERT I COTA RR Re ee Oe Rae eae, TG: RE ES REL) 

(b) world production ............ Safe ie ! SEES SPee7, 

(oymworidmerenning «Capacity ie. sates S72. a0: Sea: Sad Oe. ee APES 

CCL OL CMCracKIn Cec aDa Cl y anteeene re ee  ee eee e 

(e)mwarldepetroleumpipelinesn. a. Cagis, eae es oe ae 100 % 

@eprivatelyfownedsoltankeratonnave ss: eee sae. es eee 66% % 
Table 167. 


SUMMARY OF SHARE OF FREE-WORLD CRUDE OIL PRODUCTION 
BY FIRM OR AGENCY IN EXPORTING COUNTRIES 























1965 

Total Total 

Joint Individual Total Total 
Country **Cartel’’ *“Cartel’’ Independents Government Total 
Venezuela 2,665 389 9 3,474 
Kuwait ............ 2,170 
Saudi Arabia ye 4 2,025 
TPA!) wcteticcsece. a elas) plata by ( 1,886 
Prague: - 1,245 65 5 1,315 
LADD Yas Scsdeesceceescacstceses cco eetebense-tees 43 668 509 1,220 
D022) op F: ae oe RE C7 226 232 27 67 552 
Indonesia, <Avc.ence<-cecs04-< oes 378 70 37 485 
Neutral Zone 2 361 361 
Abu Dhabi .. : 272 10 282 
Nigeria ........ 246 26 ie 
Qatar eccesicteccciz.ceceencstee. ees 184 37 10 231 
COlOMDIA, ~ eececcvcisenccanccdgeseo eee 30 108 35 28 201 
Bop hah fo E=Nee erry eer COREE RRB cc, 43 86% 4% 134 
Brunei-Malaysia  .........-..+-++-++- 80 80 
Bahrain ~-...--:.- J 57 57 
Gabon .. : 25 25 
Angola 6% 6% 13 
Bolivia ) 3) 

9,073 3,972% 1,528 218% 14,792 

61.3% 26.9% 10.3% 1.5% 
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Dominant Position of the “Cartel” in Export Oil 


Most of the oil resources of the exporting countries are produced and con- 
trolled by the “cartel” companies. 


Each of the “cartel” companies produces oil in several countries. 


Within each exporting country, members of the “cartel” frequently group 
together in consortiums or as shareholders of a single producing company which 
they collectively own and operate. 


The eight international companies are something like an eight strand rope 
which is partially unravelled at both ends but is tightly intertwined at various 
places throughout its length. 


At one end, where the rope is unravelled, the eight strands are eight separate 
companies originating in different countries; five in the United States, one in 
Britain, one in Holland and one in France. Throughout the length of the rope, 
in the producing countries they are tightly intertwined in consortiums, commonly 
owned companies, and joint ventures. They are intertwined at other points where 
common interests or government regulations so require, such as in pipelines which 
are common carriers, gas absorption plants in unitized fields, etc. They freely ex- 
change refined products from the refining division of one to the marketing division 
of another. At the other end of the rope, the strands separate again and the eight 
companies resume their separate identities for purposes of marketing to the public. 


There is so much common interest, so many common problems, and so many 
places in which they are intertwined, that their behavior is inevitably similar even 
when they separate. 
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CHART 134 


"CARTEL' SHARE OF PRODUCTION AND/OR OWNERSHIP OF EXPORTED OIL 
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"CARTEL’ PRODUCTION IN 
ALL FREEWORLD 
EXPORTING COUNTRIES 


(INCLUDES PRODUCTION BY INDIVIDUAL ‘CARTEL’ COMPANIES) 


{ PRODUCTION IN THOUSANDS OF BARRELS PER DAY) 


14,783 

TOTAL PRODUCTION IN 
ALL FREEWORLD 

EXPORTING COUNTRIES 
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Table 169. 


ESTIMATED SHARE OF CRUDE OIL PRODUCTION BY STATE OIL 
COMPANIES IN COUNTRIES WITH NET EXPORTS OF OIL 


1965 
Rank In Total Principal Percent 
Net Crude Oil State Oil of Total 
Exports Country Production Companies Activities Crude Oil 
(000 B/D) Production 

ze Venezuela 3,474 CiVPs EPRM 0.3% 
4 Iran 1,886 NIOC EPRM 

SIRIP EP 

IPAC EP 3.0% 

DOPCO EP 

FARSI EP 

IMINOCO EP 

IROPCO EP 

LAPCO EP 

PEGUPCO EP 
5 Iraq 1,315 Government 

Department RM 0.4% 

INOC EPRM 
4 WES. oukte 4,837 Ministry of 

Petroleum Industry EPRM 100.0% 
8 Algeria 552 SONATRACH EPRM 

S.N. REPAL EPR * 12.2% 

CREPS ise? 

CPA ie 

S.R.A R bd 
9 Indonesia 485 SORONG 

PERMINA EPRM 

PERMIGAN EPRM 7.6% 

PERTAMIN EPRM 
14 Colombia 201 ECOPETROL EPRM 14.3% 
17 Mexico 323 PEMEX EPRM 100.0% 
20 Angola 13 PETRANGOL EPRM 50.0% 
21 Bolivia 9 Wiibiese EPRM 100.0% 


* Includes indirect state participation through banks and other institutions, and participation by foreign 
state owned companies. BP and CFP however, have been counted as wholly private companies. 


E — Exploration. P— Production. R— Refining. M — Marketing. 


Dominant Position of “Cartel” Outlets in World Marketing. 


“Cartel” companies have large numbers of marketing outlets in most of the 
nations of the world. To illustrate this, a few countries have been selected, and 
the number of “Cartel” outlets in each is shown, together with the percentage that 
“Cartel” outlets are of the total outlets of each country. 


Table 170. 
“Cartel” Marketing Outlets Compared With Total Marketing Outlets (By Country) 
No. of % of 
Country Marketer Outlets Outlets 


United Kingdom STOLISINE GX Oc eaenc ven ectseteae sree re cseeen cok ackckars co perereteecee= 5 18,916 


Caltex, 50% Texaco) 
























88.9% 

31,076 69.1% 

18,042 45.6% 
Netherlands isieiicctecccce reese Sie LD asa cdeves cen ooc sect casas tewwhalidan suv dovoven essences nase apeshennscescaven 2,986 
Essomen pee 950 
Caltex 1,604 
BP tecsscvecscersesesiccs 854 
C.F.P: (Total) 310 
MOD i ceccdsecezcccece, 270 
Ce ee eee a ere 360 

8,334 93.3% 
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No. of 
Country Marketer Outlets 


1,614 
1,950 
1,008 
300 
181 
20 








5,073 
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me eye 
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956 
234 
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6,300 
5,970 
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1,366 

945 


West Germany 








19,081 
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South JAgrica vs ne eee eee poll cl lameerens et ain ARR oe dee ne cners Zenedar hy Repaesyne alts oe Ene 
Caltex Vela & 
CEP. “CYroral) 
FESSO  wssvenccsunsasasaceessgpiieasaiat cds Mie anadeoees cote aoe ean cree 
4,052 
ATUSEPALA, —ccccccc-csencas vase Mee ST acsaz cen veacainiceslensmccatev gases avanadee tenes eee tae dn anes aiesieerae aes 5,435 
Mobil SESE) 
BP 3,866 
Caltex . .. 2,436 
ISSO oc tadaccchacenaah = 2,600 
CLR CP Cl otal) cost cete a. oe Ae ee 360 
17,647 











PBDOAD <. Gopsctuausaesh eee wee iY Ka) ay | pees Meme SASSER PRR cee eee ae 
FEISSO:. cecesecccdesccreteareences 
General (50% Esso) = 
Shell] psvccsesscgensentetedancnceaed cacR leacdockebarnecceaetedsedeeeciet ee epececs 
6,383 
Argentina: =.2. 5 eee. TSSSO:. joacipewcesantutwatuashtruqeuczecesosaasieoynsddinsulleeatcurmanvsekey et aaeeeraaes 2,075 
£) 01 | ea ee ee ee oS Sena ee Se ee oie SeR EO 9p 8 58 2,026 
4,101 
Puerto Rico 





Source: National Petroleum News, Mid-May, 1967. 
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(2) Cooperation of “Cartel” Companies 


(a) Joint Production Operations 


An outstanding characteristic of the seven “cartel” companies is their readi- 
ness to act together cooperatively in partnership in joint ventures. This cooperation 
is most apparent near the top of the pyramid where the degree of joint action and 
common purpose is almost suggestive of monopoly rather than oligopoly. 


This is particularly evident in the joint production operations in exporting 
areas such as the Middle East and the Caribbean. 


There are also cases of marketing joint ventures where they have shared 
available markets. 


(b) The Oil “Cartel” and Marketing Joint Ventures 


Standard Oil Co. of California and The Texas Co. each hold a 50% interest 
in California-Texas Corp., familiarly known as Caltex, formed to conduct joint 
marketing operations “east of Suez”. Caltex now markets throughout the Eastern 
Hemisphere, with the principal exception of West Africa. This company itself now 
has numereous subsidiaries engaged in transportation, refining and marketing. 


In the United Kingdom, Shell-Mex and B.P. Limited is a joint marketing or- 
ganization for the distribution and sale in the United Kingdom of the petroleum 
products of Shell and of British Petroleum. It has associated marketing companies 
in Scotland (Shell and B.P. Scotland Limited) and in Eire (Irish Shell and B.P. 
Limited). 


Joint marketing organizations also exist in India and Pakistan where Burmah 
Oil Co. Ltd., a member of the British Petroleum family, and the Shell Petroleum 
Company have equal share holdings in Burmah-Shell (India) and Burmah-Shell 
(Pakistan) which market petroleum products, and Burmah-Shell Refineries Limited 
which operates a refinery at Bombay. 


Consolidated Petroleum Company is owned 50% by the Royal Dutch Shell 
group and 50% by British Petroleum Company. Consolidated and its many sub- 
sidiaries market petroleum products in South and East Africa, some Middle East 
countries, Cypress and Ceylon. 


Socony Mobil Oil Company Inc., and Standard Oil Co. (New Jersey) each 
had a 50% interest in Standard Vacuum Oil Co., familiarly known an Stanvac, 
which until 1962, carried on extensive marketing operations in the east of Suez 
areas. The United States Department of Justice considered this corporate inter- 
connection was too close, so it was dissolved by court order and each parent took 
over its half interest. 


B.P.-California Ltd. is owned equally by British Petroleum Co. Ltd. and 
Chevron Chemical S. A. (a subsidiary of Standard Oil Co. of California). It owns 
an aromatics plant in Britain using feed stocks from an adjacent B.P. Refinery. 

CHART 135 
Some Joint Marketing Ventures of the CARTEL’ Group 
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(c) The Oil “Cartel” and Cooperation By Agreement 


In addition to cooperation in partnerships, there has been a history of co- 
operation between the seven “cartel” companies by agreements. 


Chapters VIII and IX of the “Report to the Federal Trade Commission by its 
Staff” on the “International Petroleum Cartel’, reports on studies of the marketing 
practices of the “cartel” companies during the 1930’s. 


An international agreement on marketing principles to be followed by these 
companies, known as the Achnacarry Agreement, was entered into in 1928. The 
principles of this agreement were applied in all kinds of markets, in large countries 
and small. 


In each of the countries studied, a local “cartel” arrangement or agreement 
had been negotiated in accordance with the principles of the international agree- 
ment. In nearly all petroleum markets of the world outside the United States, sub- 
sidiaries and affiliates of the principal parties to the international agreements, 
Esso, Shell and B.P., were dominant forces. The local “cartel” arrangements could 
not have been negotiated, and would have been unworkable without the leadership 
and cooperation of the international oil companies. The “cartel” arrangements 
entered into universally included quota arrangements designed to freeze the market 
pattern, the historical position of the marketers, in accordance with that of a “base 
year” or “qualifying period”. Other features of the “cartel” arrangements included 
provisions to protect the division of the market such as agreements to “respect” 
each other’s customers, and to govern the fixing of prices, schedules or rebates, 
discounts, etc., and other selling conditions. 


In the case studies described in Chapter IX, dealing with distribution quotas 
and marketing results in selected countries, the “cartel” companies held a major 
share of the market for gasoline as follows, in 1936: 


Sweden: ..: eee ene ee 94% 
United Kingdom ” 83% 
Belgium AEE au O70 
Netherlands . . 83% 
Timnesiags...e8 Wy 86% 
Switzerland 22.01... 712% 
Perute: ee: ee 98% 


In general, the other marketers in these countries were either, parties to the 
agreements, or respected their terms. 


(3) Cartel Influence on World Price 


The “cartel” companies have followed a pricing system throughout the world 
for both crude oil and refined products which has tended to eliminate differences 
in delivered prices among the various sellers, so that at any given destination, the 
selection of one seller over another is a matter of complete indifference to the 
buyer insofar as price is concerned. 


The “cartel” companies and their subsidiaries are bound together and inex- 
tricably intermingled by joint ventures in production, joint operations of pipelines 
and refineries, and marketing joint ventures so that they have common financial 
interests and common interests in the disposition of crude. 


The producer of crude in one country who sells for export, and the refiner in 
another country who purchases, are usually both subsidiaries of the same parent 
and giving effect to a common purpose. Such transactions are obviously not at 
arms length and the overriding objective is the best interest of the international 
company which may not necessarily correspond to the best interests of either 
of the countries where some portion of its operations are conducted. 

The combined revenues of the “cartel” companies exceeded the combined 
revenues of the governments of Great Britain, France, Germany, and Italy, plus a 
number of minor countries. Sales of products each year roughly equal the assets 
of the “cartel.” The gross income of the company per employee is approximately 
$40,000 to $50,000 per year, which is about six times the average wage and 
salary expenditure per employee (including salaries of directors and executives, 
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and expenditures to provide housing, medical and social services to attract em- 
ployees to remote production areas.) 

The vast income of the eight international companies is based on an artificial 
price structure. For years, prices were based on the high costs of Texas fields, 
although the oil came mainly from low cost fields in Venezuela and the Near East. 
Texas crude has been estimated to cost approximately up to $2.00 per barrel as 
compared with Kuwait crude estimated to cost less than 7c per barrel. Crude from 
either source was sold at the same price, which price was high enough to produce 
a profit on Texas crude. 

The “cartel” companies allocate much of their profits to production and to 
foreign holdings. Esso nets less than 6% on its domestic assets, but obtains 15% 
on its Venezuela operation and 18% from the Eastern Hemisphere. Gulf earns 
less than 10% on its U.S. operations but 33% on Kuwait. Mobil obtains 
4% on its U.S. operations, 10% in the Caribbean and 13% in the Eastern 
Hemisphere. Creole Petroleum, the Esso subsidiary producing in Venezuela, paid 
over $3.00 in dividends for every dollar it paid in wages and salaries including 
those of executives. 

The original “big three” of the international “cartel” were Royal Dutch 
Shell, British Petroleum, and Standard of New Jersey. It was in their common 
interest to establish a high price for crude oil, and they controlled the world 
supply available for export. 

By an agreement in 1928 known as the Achnacarry Agreement, they estab- 
lished an objective of price control through production control. With discoveries 
of new production in Middle East countries and in Venezuela four more American 
companies became members of the “cartel” namely — Standard of California, 
Texaco, Gulf and Mobil. The seven were soon completely interlocked in joint 
production combines and joint marketing agreements. 

Pursuant to the Achnacarry Agreement the international oil companies 
agreed to price their crude at the price of U.S. export crude at Gulf of Mexico 
ports in Texas. Accordingly, world wide prices were based on high cost Texas 
crude plus transportation costs from Texas ports. These prices, fixed to give a 
profit on Texas crude, assured higher returns for the much cheaper crude of 
Venezuela and the Middle East. Under the stress of the war in 1943, the British 
Government finally succeeded in persuading the “cartel” to quote a price for fuel 
for the British Navy, at Abadan in Iran. Although the price quoted was identical 
with quotations at Texas ports, it had the advantage of eliminating the “phantom 
freight charge” based on tanker rates from Texas to India rather than from Abadan 
to India. 

The American government with its post war ‘Marshall Plan” under which 
oil was purchased for various countries in Europe, exerted further pressures so 
that finally, prices including tanker rates were equalized as between Texas ports 
and Persian ports for markets in western Europe. Through pressures such as 
these, the system of basing world oil prices on the price of Texas export crude has 
gradually been modified. 

However, the price structure for crude oil remains high, there is a remarkable 
uniformity of price world wide, and the price appears to bear little or no relation- 
ship to widely varying costs of production in different locations. 

The accounting practices of the oil industry allocate much of its profits to 
production, leaving narrow profit margins in refining and marketing. 

This discourages new companies from entering the business of refining and 
marketing if they have to buy crude at high prices and operate their refineries on 
narrow margins. However, if a company can find low cost crude which it can 
refine or sell to a refinery at high world prices, the economics for such an inte- 
grated venture are much more attractive. But the small number of companies 
which have the risk capital to gamble on foreign exploration and production to 
find the low cost crude, severely limits the number of potential competitors. 


(4) “Cartel” Influence on Political Power 


In addition to unequaled economic power, the “Cartel” has considerable 
influence on the exercise of political power. 
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The British government dropped its paratroopers in Kuwait to protect the 
interests of British Petroleum Limited in which it holds approximately 51% of 
the shares. 


When Prime Minister Wilson announced British defence cuts and withdrawal 
of troops from Persian Gulf bases, the “Times” reported that the Sheik of Abu 
Dhabi offered to pay the entire cost of maintaining British forces in his area, — 
and that other Persian Gulf sheiks were also offering to share costs out of their 
oil revenues. 


It is not unreasonable to expect that the American members of the “Cartel” 
such as Esso and the Rockefeller interests, Gulf and the Mellon interests, etc. 
would have their international problems sympathetically considered and appro- 
priately protected by the American State Department. Similarly, the Royal Dutch 
Shell group of companies would have an influential voice with the governments 
of both Holland and Britain. 


The French government would be conscious of factors affecting the welfare 
of C.F.P. in which it has a 35% stock interest and 40% voting rights, and 
E.R.A.P., which it owns outright and which in turn controls a series of oil com- 
panies. 


In several other countries, the operations of the “Cartel” provide the principal 
source of revenue for the country, such as Iraq, Iran, Saudi Arabia, Kuwait, Vene- 
zuela and others. In such cases, the economic well being of both the country and 
the “Cartel” are dependent on common interests which have a decided influence 
on the policies of those countries. 


In Peru in July of 1967, a Congressional Resolution was passed expropriating 
two oil concessions from International Petroleum Corporation, a subsidiary of 
Standard Oil of New Jersey. This resolution was implemented by a subsequently 
negotiated agreement between the government of Peru and International Petroleum 
Corporation, which detailed reciprocal conditions for returning the oil concessions 
to Peru. In October of 1968, the government of Peru was overthrown by a 
military coup. A spokesman ‘for the new military government stated: “The armed 
forces took power in Peru because of irregularities” in an agreement the former 
government recently made with an American oil company. The new revolutionary 
government, on assuming power, cancelled the agreement. 


In the Biafran area of Nigeria tremendous oil reserves have recently been dis- 
covered, which some have estimated could be as large as those of Venezuela, the 
largest of any country in the world. Britain, as a supporter of Nigeria could expect 
favorable consideration by the Nigerian Government in the granting of oil conces- 
sions. Colonel Ojukwu, the Biafran leader, in a television interview stated that oil 
was one of the causes contributing to the present war. An article in “Time” in the 
December 6, 1968 issue entitled “Keeping Biafra Alive” stated:— 

“The French do not want publicity on their role in Biafra. But why are they so intent 
on keeping the war alive? A businessman here says the reason is Biafran oil: ‘A 
million barrels of oil a day, or about one-third the production capacity of Kuwait. 
That kind of oil production is worth gambling for, even if the odds are against you.’ 
In addition, Charles de Gaulle relishes any chance he finds to annoy the British, who 
are backing the Nigerian government.” 

Even in Canada, the subsidiaries of the “cartel” are included among our 
largest corporations and our biggest taxpayers. As important corporate citizens 
weilding vast economic power which is vital to the economy, they properly have 
a significant influence on governments at various levels. 
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(5) “Cartel” Influence on National Oil Industry 
Within most countries: 


(a) oil imports are obtainable only from members of the oil “cartel”, at 
world prices acceptable to the “cartel”; 

(b) the refineries which import oil belong to the “cartel” so the import of 
crude from a foreign subsidiary of the same parent is not a true arms 
length transaction; 


(c) the tankers carrying imported oil and the pipelines carrying domestic oil 
are owned in part by subsidiaries of the “cartel”, which accordingly has 
a voice in fixing their respective rates; 

subsidiaries of the oil “cartel” control a majority of the national produc- 

tion which they transfer to their refining divisions or subsidiaries at 

“prices” conforming to the price of imported oil at world prices acceptable 

to the “cartel”; 

(e) national major integrated companies (if any) produce only a minor 
fraction of the nation’s oil so they accept and conform to pricing of 
ihe cartel? 

(f) the fringe of smaller oil companies operating in the country (if any) have 
an insignificant proportion of the business and generally they conform to 
the existing practices and price structure. 


(d 


— 
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“CARTEL REFINING” CAN BE SUPPLIED 
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LOW HIGH 
PRODUCING PRODUCING 
COST COST 


PRORATION TO 
MARKET DEMAND 


If “Cartel Refining” uses foreign crude 
produced at low cost “Cartel Producing 
Foreign” may earn a large profit, (e.g. fifty 
cents per barrel). 


If “Cartel Refining” buys foreign crude, 
it can buy all its requirements from “Cartel 
Producing Foreign” so the “Cartel” will earn 
the profits of production on all oil produced. 


If “Cartel Refining’ uses domestic crude 
produced at high cost “Cartel Producing Do- 
mestic” may earn a smaller profit (e.g. 
twenty-five cents per barrel). 


If “Cartel Refining” buys domestic crude 
from an area with proration to market de- 
mand, its purchases are prorated among 
“Cartel Producing Domestic”, and “Other 
Producing Domestic” so the “Cartel” earns 
the profits of production on only a part of 
the oil produced. 


If it is to the advantage of the “Cartel” that “Cartel Refining” purchase from “Cartel 


Producing Foreign”, the “Cartel” could encourage this result by various methods, including:— 
(a) reducing rates of “Cartel Tanker”; or 
(b) increasing rates of “Cartel Pipeline”; or 
(c) decreasing the price paid by “Cartel Refining”; 

any of which adversely affect the economics of buying from “Producing Domestic”. 


Chapter 44 Page 599 


(6) Challenges to the Dominance Of the “Cartel” 


Russia has been rapidly increasing its production, its reserves and its distri- 
bution systems. Exports from Soviet Bloc countries are steadily increasing. J. H. 
Carmical, Petroleum Editor for the New York Times wrote: “Growing competition 
from Russian oil is casting a shadow over many of the markets of the free world 
that historically have been supplied by the international petroleum companies.” 


National oil companies have been created in 40 or more nations, mainly 
socialist countries or countries in the under-developed parts of the world. These 
national oil companies are in part an effort to escape domination by the “cartel”. 


The Organization of Petroleum Exporting Countries (OPEC) has been 
formed by eight countries with a view to bargaining on behalf of its members so 
that they will get better and more uniform treatment from the “cartel”. Venezuela, 
Libya, Indonesia, and five of the Middle Eastern producing countries, are 
members. 


Some of the new national companies are producers, and some are consumers. 
This is creating a situation where there is at least the possibility of direct agree- 
ments between a producing country and a consuming country outside the “cartel” 
structure. 


Independent American companies, encountering high costs and restricted 
opportunities at home, increasingly began to explore in other countries to find 
new fields of cheap crude. By 1960 some 200 of such companies were exploring 
in approximately 90 countries and some of them have found oil in substantial 
quantities. Oil from such sources began seeking markets outside the “cartel” 
structure. This, combined with the growth of the national oil companies and the 
re-entry of the Soviets into world markets, has had an impact on the world 
monopoly of the “cartel”. 


The oil for export from North Africa and Nigeria now exceeds the exports 
from the Caribbean. With African Oil and Russian Oil, there are now four export 
sources instead of two. If companies outside the “cartel” succeed in developing 
and retaining new fields of export crude, there could in time be a source outside 
the “cartel” for a significant percentage of world exportable oil. 


Notwithstanding these relatively recent developments, the dominance of the 
international “cartel” companies with their gigantic complex of world wide pro- 
duction, refining and marketing facilities, continues to be the most prominent fea- 
ture of the international petroleum industry. 
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CHAPTER 45. “CARTEL” SUBSIDIARIES IN CANADA 


(1) The Members of the Oil “Cartel”, & the French Group 

The seven “cartel” companies, and the French Group, being the eight inter- 
national companies which dominate the world oil industry, and the trade names 
familiar to us under which their products are sold are as follows: 




















Company Trade Name 
Standard Oil Company, New Jersey mga Esso 
The Royal Dutch - Shell Group of Companies ____ Shell 
Gulf Oil Corporation B.A., Royalite, Gulf 
The Texas Company _ Texaco 
Standard Oil Company of California . Chevron 
Socony Mobil Oil Company Inc. ___ Mobil 
British Petroleum Company Limited ___ eee? 
The* French Group (GPP &* BRIA PP?) he Total 


Most of these eight international companies have literally hundreds of sub- 
sidiaries and operating companies. 

The various operating companies do a wide variety of jobs for their inter- 
national parents, including acquiring mineral rights, exploring, producing, refining, 
manufacturing, transporting, marketing, and conducting research. Some subsi- 
diaries are concerned with only one main activity, while others are themselves fully 
integrated oil companies engaged in exploration, production, refining, transporta- 
tion and marketing. Some subsidiary companies undertake such auxiliary activities 
as the ownership and licensing of patents in refining etc., the administration of 
pension funds, or the ownership of real estate. Many companies are joint ventures 
where two or more out of the eight international companies each holds a per- 
centage of the shares of the operating company. In some of these companies, the 
international parent may own only a part of the shares, the remainder being held 
by other oil companies or by public investors or by a national government. 

There are many reasons for the existence of such a large number of subsidiary 
companies. Conditions vary from country to country and from one activity to 
another. If the business of a company is confined to a single country, then that 
company only has one government to deal with, and the requirements of that gov- 
ernment are only applicable to the company which operates within its national 
boundaries. Thus, one subsidiary, being only a small fraction of the activities of 
any international company, is all that can be directly affected by the actions of 
any national government. 

Of the eight international companies, five are from the United States, one is 
British, one is Dutch and one is French. 
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(2) Standard Oil Company, New Jersey 

Esso is the largest oil company in the world. It has fully integrated operations 
in the U.S. and in Canada where it is the market leader. Esso is second only to the 
Royal Dutch Shell group in terms of sales outside North America. Roughly a 
third of its profits come from Creole Petroleum in Venezuela, a third from the 
Middle East, and a third from U.S. operations of Humble Oil and Refining. 


1. Production. Esso has major production interests in Venezuela, Saudi 
Arabia (a 30% interest in Armaco) and Libya, 7% in the Iranian Consortium, 
12% in the Iraq Petroleum group, the Western Hemisphere, Europe and Indonesia. 

2. Marketing. Esso markets world wide, although it is less well represented 
in the East of Suez area where, until 1962, refining and marketing operations were 
carried out jointly with Mobil through a jointly owned subsidiary, the Standard 
Vacuum Oil Company. 

3. Canadian Operations. Esso’s main Canadian subsidiary, Imperial Oil 
Limited, is a fully integrated oil company and is the largest oil company in Canada. 
Furthermore, Imperial Oil is the largest company of any kind in Canada according 
to the Financial Post in its ranking by sales. Public shareholders hold a minority of 
its shares. Imperial Oil Enterprises is a wholly owned subsidiary, as is Home Oil 
which markets in B.C., and Champlain Oil which markets in Quebec and Ontario. 
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CHART 137 
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a 100% 
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ee 100% 
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100% 100% 
pone “teat aaa MONGEAU & ROBERT CIE. LTE. 
100% [LOWLANDS EXPLORATION INTERNATIONAL PETROLEUM |_,%9-94% 
LTD. LIMITED 


South America 





INCORPORATED INCORPORATED 
IN CANADA OUTSIDE CANADA 


° PERCENTAGE NOT KNOWN 
** See Pl PELINE OWNERSHIP 
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(3) The Royal Dutch Shell Group 


A Dutch company and a British company are the parents of this group, 
which through two holding companies operate over 500 subsidiary companies 
in various parts of the world. 


1. Production. Shell’s largest production is in the Lake Maracaibo area 
of Venezuela. It also has a 23.75% share in the Iraq Petroleum Company’s 
group, a 14% share in the Iranian Consortium, substantial production in the 
United States and Canada, and production in Europe, Algeria, Nigeria, In- 
donesia and the Far East. In 1960, about half of its production came from 
Venezuela, a fifth from the Middle East, and a fifth from the United States and 
Canada. 


2. Marketing. Shell Companies market in most countries throughout the 
world, and in certain areas, jointly with British Petroleum. In the United States, 
Canada and France, Shell owns a majority of the shares of its subsidiaries, the 
balance being held by public shareholders. Shell has marketing subsidiaries which 
are jointly owned with British Petroleum for marketing in England, Scotland, 
Ireland, India, Pakistan, South and East Africa, some Middle East countries, 
Cypress and Ceylon. In most European countries, Shell markets through wholly 
owned subsidiaries. 


3. Canadian Operations. Shell Canada Ltd. is one of the 500 subsidiaries 
of the Shell Group and it is a fully integrated company which explores, produces, 
transports, manufactures and markets oil products and chemicals in Canada. 
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CHART 138 
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(4) Gulf Oil Corporation 
Gulf is a major fully integrated company in both the U.S.A. and in Canada. 


1. Production. Gulf’s main interests outside North America are in pro- 
duction. Its chief source is a 50% share in the Kuwait Oil Company. It also 
has a 7% share in the Iranian Consortium and an interest in Venezuela through 
a 50% share in Mene Grande Oil Co. Gulf is a major seller of crude oil through- 
out the world. In 1960, Gulf‘s production was 61% in the Middle East, mostly 
Kuwait, 13% in Venezuela and 25% in the United States and Canada. 


2. Marketing. Gulf markets through fully integrated companies in both 
the United States of America and Canada. It has small but rapidly developing 
marketing interests in the Eastern Hemisphere. 


3. Canadian Operations. Gulf holds a majority of the shares of British 
American Oil Company Limited which is a fully integrated company and which 
in turn owns a majority of the shares of Royalite Oil Co. The latter has large 
marketing facilities particularly in Western Canada. 
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MOBIL OIL CANADA LTD. 


(See MOBIL OWNERSHIP) 


(See ESSO OWNERSHIP) 


* PERCENTAGE NOT KNOWN 
** See P| PE LINE OWNERSHIP 
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(5) Texaco Inc. 


Texaco conducts fully integrated operations in the United States and in 
Canada. 


1. Production. Outside North America, Texaco has major production in- 
terests in the Middle East, having a 30% holding in Aramco and a 7% interest 
in the Iranian Consortium, and in the Caribbean area it has production in Vene- 
zuela, Colombia and Trinidad. 


2. Marketing. Texaco markets throughout the Western Hemisphere and 
West Africa. In the United Kingdom, Texaco markets jointly with Caltex, a 
subsidiary which is jointly owned by Texaco and Standard Oil Company of 
California. In the rest of the world, Texaco operations are carried on through 
the jointly owned Caltex organization. Caltex itself is an integrated company 
with production in the Middle East at Bahrain, in Indonesia, and Libya, and 
which markets throughout the Eastern Hemisphere with the principal exception of 
West Africa. 


3. Canadian Operations. Texaco owns a majority of the shares of Texaco 
Canada Ltd., a fully integrated company which engages in refining and market- 
ing. The parent company also owns all the shares of Texaco Exploration Com- 
pany and of Canadian Seaboard Oil Co., both of which engage in exploration 
and production in Canada. 
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TEXACO OWNERSHIP 
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(6) Standard Oil Company of California 


This company has fully integrated operations in the United States and in 
Canada. 

1. Production. Its principal source of production outside North America 
is in Saudi Arabia where it holds a 30% interest in Aramco. It and Texaco each 
have a 50% interest in the Bahrain Petroleum Company Ltd., and in the Cali- 
fornia Texas Corporation and its numerous subsidiaries and affiliates known 
as Caltex. Caltex is an integrated company with production in Bahrain, In- 
donesia and Libya. In 1960, the Eastern Hemisphere was the source of more 
than half of this company’s production, a seventh came from California, and a 
ninth came from Canada and the Caribbean. 

2. Marketing. Outside North America, its main refining and marketing 
operations are conducted through Caltex which markets throughout the Eastern 
Hemisphere, with the principal exception of West Africa. Standard of California 
has minor marketing interests in Central and South America. 

3. Canadian Operations. It owns 100% of Standard Oil Company of 
B.C. which has extensive marketing operations in British Columbia and a few 
service stations in Alberta. It owns 100% of Chevron Standard Ltd. which 
has extensive production in Alberta. It markets in Eastern Canada through Irving 
Oil Co. Ltd. and Irving Refineries Ltd. in which it participates jointly with 
the Irving interests. 
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(7) Socony Mobil Oil Company Inc. 


This company is a major, fully integrated operator in the United States. 
It started out as Standard Oil Company of New York, abbreviated this to Socony, 
merged to become Socony-Vacuum, and then changed to Socony Mobil. 


1. Production. Mobil has production in Venezuela, Colombia, Algeria 
and Libya, Europe and Indonesia, and 11.875% interest in the Iraq Petroleum 
group of companies with production in several countries of the Middle East. 


2. Marketing. Mobil markets in the Western Hemisphere, Europe, the 
Middle East, Africa and the Far East. Until 1962, operations in the East of 
Suez areas, except for the Middle East, were carried out in conjunction with 
Esso through their jointly owned subsidiary Standard Vacuum Oil Co. 


3. Canadian Operations. Socony Mobil of Canada Ltd., a wholly owned 
subsidiary, is one of the major producers in Canada. 
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(8) British Petroleum Company Limited 

B.P. was originally named the Anglo Persian Oil Co., later the Anglo 
Iranian Oil Co., and the British Government holds a majority interest of ap- 
proximately 51%. 

1. Production. B.P. is one of the largest producers in the Middle East; 
its main interest being a 50% holding in Kuwait Oil Co., 40% in the Iranian 
Consortium, 23.75% in the Iraq Petroleum group of companies and 66.7% 
in the Abu Dhabi Marine areas. It has important joint production interests with 
Royal Dutch Shell in Nigeria. B.P. is accordingly a major seller of crude oil 
world wide. 

2. Marketing. B.P. markets in Europe, Africa, Australasia and Canada, 
and has smaller operations in the Caribbean and Southeast Asia. In England, 
Scotland, Ireland and in South and East Africa, B.P. markets jointly with the 
Royal Dutch Shell Group. 

3. Canadian Operations. B.P. is engaged in marketing in Eastern Canada 
through two wholly owned subsidiaries, B.P. Canada Ltd. and B.P. Refinery 
Canada. B.P.’s production in Western Canada is through its subsidiaries Triad 
Oil Co. Ltd., Triad Oil Manitoba Ltd., B.P. Exploration Canada Limited, and 
formerly through Devon Palmer Oils Ltd. and Tidewater Canadian Oils Ltd. 
Its related company, Burmah Oil, produces in Canada through its subsidiaries, 
Great Plains Development Co. of Canada Ltd., Burmah Oil Alberta Ltd., etc. 
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(9) The French Group 


The French Government actively participates in the international oil in- 
dustry through two large companies, each of which has numerous subsidiaries. 


Compagnie Frangaise des Petroles, commonly known as C.F.P., was formed 
originally to hold the interest of the French Government in the Iraq Petroleum 
Company. The French Government has a 35% stock interest with 40% voting 
rights in C.F.P. The French Government also owns 100% of E.R.A.P. and its 
chain of oil interests. 


1. Production. C.F.P.’s major production area is still Iraq, where the 
company has a 23.75% in all of the Iraq Petroleum Company group of com- 
panies, production in Iran through a 6% share in the Iranian Consortium, and 
in Algeria. 


2. Marketing. C.F.P. markets in France, the rest of Europe, many African 
countries and in Australia, under the brand name “Total”. 


3. Canadian Operations. C.F.P. has minor production interests in Canada 
through French Petroleum Company of Canada Ltd., which is engaged in ex- 
ploration and production. E.R.A.P. operates in Canada through its subsidiaries 
Auxerap of Canada Ltd. and Petropar Canada. E.R.A.P. and C.F.P. jointly 
operate in Canada through Aquitaine Company of Canada Limited, which has 
interests in Banff Oil Limited, Petrogas Processing Limited, etc. 
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CHAPTER 46. THE ALBERTA OIL PERSPECTIVE 


Eight gigantic international oil companies dominate the world oil industry 
(see Chapter 42). 

The Federal Trade Commission of the United States, in a lengthy report 
entitled “The International Petroleum Cartel” described the operations of seven 
of these companies, and for convenience of reference the Committee will use 
the term “Cartel” to designate these seven companies. The eighth company is the 
French Group. 

Subsidiaries of all eight of these companies operate in Alberta. 


Just as the eight dominate the world oil industry, so do their subsidiaries 
dominate the Alberta oil industry. 
Four of the eight have fully integrated operations in Alberta, being engaged 
in producing, refining and marketing. 
The remaining four have limited operations in Alberta, being engaged mainly 
in production. 
The subsidiaries of the four “Cartel” companies which engage in marketing 
and refining in Alberta:— 
(a) own all the refineries operating in Alberta; 
(b) sell through their brand name retail outlets, 86.5% of gasoline used by 
consumers in Alberta; 
(c) have “tied” 87.9% of all service stations and other retail outlets in 
Alberta to their brand names; : 
(d) provided refined products to all other marketers in Alberta, (including 
brand name service stations, off-branders and department stores) either 
by product exchange agreements or by sales of product. 








1965 1965 
GASOLINE SOLD RETAIL OUTLETS 
Gallonage Percent Number Percent 
“Cartel” Subsidiniess = = 2h 222,756,000 86.5 2,761 87.9 
Other Marketers __ 34,680,000 13.5 378 12.1 
All a. fe eee 257,436,000 100.0 3,139 100.0 














Three of these subsidiaries each reported an income exceeding that of 
the Alberta Government. 


The aggregate income reported by these four was five times the income 
of the Alberta Government in the same year. 
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See detailed ownership charts in the chapter entitled 
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The remaining four, being three “Cartel” companies and the French Group, 
have limited operations in Alberta and 
(a) are engaged mainly in exploration and production; 
(b) do not operate refineries in Alberta; 
(c) do not engage in retail marketing in Alberta except for Standard Oil 
Company of B.C. which has only eight service stations in this Province. 


In 1965, through their subsidiaries, the seven “Cartel” companies and C.F.P. 

(a) owned approximately 53 percent of Alberta production (in 1965); 

(b) owned approximately 55 percent of Alberta reserves (in 1965); increasing 
to 67 percent in 1967; 

(c) held 44.8 percent of all petroleum and natural gas leases in Alberta 
(in 1967); 

(d) held 47.6 percent of all petroleum and natural gas reservations in 

Alberta (in 1967). 











1967 1967 
LEASES RESERVATIONS 
Acreage Percent Acreage Percent 
“Cartel” subsidiaries 13,706,538 44.8 19,395,828 47.6 
Other companies 16,898,069 55:2 21,332,648 52.4 
All ; 30,604,607 100.0 40,738,476 100.0 
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Do not refine in Alberta 


See detailed ownership charts in the chapter entitled 
“World Oil Perspective ” 


Page 617 


The influence of “Cartel” subsidiaries in the Canadian oil industry extends 
beyond their own vast direct operations. 


Cartel subsidiaries:— 


(a) own interest in major pipelines connecting Provinces and connecting 
Canada with the United States; 


(b) own interests in local pipelines; 


(c) are represented by directors on the boards of major pipelines and local 
pipelines where they have a voice in determining rates and policy; 


(d) influence the views of directors of other oil companies whose directors 
sit on the same boards and discuss company and industry problems. 


The reported revenue of the international “Cartel” companies in 1965 
was 5 times larger than the revenue of the Government of Canada, and almost 100 
times larger than the revenue of the Government of Alberta. 


The reported revenue in 1965 of the subsidiaries of the “Cartel” companies 
which refine and market in Alberta was 5 times larger than the revenue of the 
Government of Alberta. 


Over half of the revenue of the Government of Alberta came directly from 
the oil industry. 


The municipal governments of Alberta derive a substantial portion of their 
revenue from property taxes on refineries, gas plants, pipelines, service stations, 
bulk agencies, office buildings, oilfield installations, and other property of the 
oil companies. 


The problems associated with oil company practices in marketing of gasoline 
are common to all Provinces, but the benefits resulting from the vast expenditures 
of the oil companies on exploration and production primarily benefit Alberta. 
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CHART 148 
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CHAPTER 47. INTEGRATED OIL COMPANIES 


(1) Trends Toward Integration 

There is a definite trend in the oil industry toward vertical integration. The 
ultimate objective for most companies is to engage in all branches of the industry; 
exploration, production, transportation, refining, marketing, and retailing. 

A company that starts out as a producing company tends to acquire a 
refinery to process its crude oil. 

A company that starts out as a refining company tends to acquire oil 
production to insure its source of supply and tends to acquire marketing facilities 
to insure its market for refined products. 

A company that starts retailing gasoline through service stations tends to 
go into wholesale distribution and then to acquire a refinery so that it can obtain 
refined products at prices similar to those paid by its competitors, and ultimately 
works into the business of exploring for and producing oil. 

No matter what portion of the oil business a company enters, its growth 
tendency is toward becoming a “complete” oil company, namely: one that is 
fully integrated, covering all aspects of the business from exploration for crude 
to retailing at the pumps. 

Of all the possible points of entry into the oil business, under normal cir- 
cumstances, retailing through the service station should be the easiest and least 
expensive point of entry. To explore for and produce crude oil requires large 
quantities of highly speculative capital. To get into the refining business, for a 
company which has neither production nor marketing facilities, also involves large 
quantities of capital and a considerable amount of risk. 

If the industry desired to limit competition and restrict the admission of 
new entrants, the discouragement of new entries into the marketing field would 
appear to be the most obvious point to concentrate its efforts. 

The cumulative effect of the marketing policies of existing integrated oil 
companies is certainly to discourage new entries. These policies include: 


(a) overbuilding, which results in far more service stations than are needed, 
and a great many uneconomic service stations where operators work too 
long hours, receive very little pay, and there is an extremely high degree of 
turnover and business failures; 

(b) credit cards, provided by major integrated oil companies which can be 
used nationwide, make it difficult for a new entry into marketing to pro- 
vide comparable facilities; 

(c) brand name advertising which can be done by major integrated oil com- 
panies on a nationwide basis at a relatively low cost per gallon makes it 
difficult for a new marketer to obtain public acceptance of his product, 
which forces the off-brander to compete in price, thereby reducing 
his margin of profit below that enjoyed by the existing integrated 
oil company. 

(d) The subsidization of lessees of brand name service stations by charging 
lower rentals than necessary to give an economic return on the investment 
in property, makes it extremely costly for the new entrants to provide com- 
parable properties and facilities. 

The new entrant has to lease his premises to operators at competitive rates to 
those charged by existing major integrated oil companies, because the new entrant, 
facing a harder job in marketing his product, cannot attract lessees if he charges a 
higher lease rental for comparable premises. 

A new marketer, which in spite of all these handicaps, succeeds in esta- 
blishing a fairly considerable volume of gasoline sales, is usually bought out 
by a larger integrated oil company. This may happen either before or after the 
new marketer expands into the refining branch of the oil industry. 

This happens for a variety of reasons. 

An integrated oil company with coverage in only one section of the country, 
when it desires to extend its marketing operations to a new area, usually finds it 
cheaper to take over some existing marketing organization than to establish a 
completely new one. Companies operating in different areas may honour each 
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others credit cards to make their credit cards more competitive. A marketing 
company that needs refined products may enter agreements with a refining com- 
pany with excess capacity. One company needing money to expand its service 
station facilities may sell some of its shares to another oil company. Such 
cooperation between complementary operations may ultimately lead to inte- 
gration or amalgamation which may have advantages for both. 


Many people who establish independent marketing companies are former 
employees of marketing divisions of major integrated oil companies, and know- 
ing the business, they see an opportunity to build up a sizeable sales volume 
with the ultimate intention of selling it out at a profit to a larger integrated oil 
company. 

Ross H. Faulkner presented a paper entitled “Business Purposes Which 
Motivate Mergers and Sales in the Domestic Oil Industry” at the Institute on 
Economics of the Petroleum Industry, at Dallas, Texas, in March of 1965. It 
was published in a book entitled “Economics of The Petroleum Industry’, 
volume 3, The Southwestern Legal Foundation. The author studied oil company 
mergers in the United States during the period from the end of World War II 
until 1964. He analyzed 738 significant oil company merger transactions to 
determine why some oil companies have been acquired and why other companies 
seek to acquire. 

In his Table I he classified these 738 mergers into classifications such as 
acquisitions of production, acquisitions of refineries, etc. The largest number of 
mergers occurred in connection with acquisitions of production, accounting for 
218 of the total. In this classification, the most important category was oil 
companies with refining operations purchasing additional reserves. The author 
concludes that these ecquisitions appear to have been for the purpose of adding 
crude reserves to balance refining requirements. The author’s second table, 
lists the names of the acquiring companies and the companies acquired in certain 
of these transactions. 

The third table included in this paper was compiled by the producing staff 
of Standard Oil Co. (N.J.), showing individual transactions for properties from 
1955 to 1963, with particulars as to the name of the seller, the name of the 
buyer, the financing method, the price paid, and the barrels of daily production. 

Another class of acquisitions dealt with was the acquisition of servicing 
facilities, drilling equipment, pipeline gathering facilities, natural gasol’ne re- 
covery plants, etc. He states that the actual number of transactions of this sort 
is greater than the relatively few mergers which obtain publicity. 


Another classification dealt with was where oil companies acquired refining 
facilities. In one of the cases dealt with, a west coast integrated company 
acquired refining and marketing facilities which enabled it to expand its operation 
to the eastern United States. In another case, a successful exploration and 
producing company acquired refining and marketing facilities to become fully 
integrated. 


Another class, was the acquisition by refiners of distribution facilities to 
increase their marketing outlets. One hundred and thirty-five merger transactions 
of this sort were included in this classification. 


This process is going on constantly in Canada as well. It is tabulated in 
tables 110, 111, and. 112. A few of the local cases are as follows: 


(a) Shell Oil acquired North Star, and Canadian Oil; 


(b) Husky acquired Excelsior Refineries Ltd., Stewart-Davis Petroleums 
Ltd., Wainwright Refineries Ltd., and the Wainoco Service Stations; 


(c) Royalite acquired Anglo-American, Purity 99, Great West Distributors, 
Alberta Hi-Way Refineries, Lion Oil Ltd.; 

(d) British American acquired Sanford Oils Ltd. and Royalite; 

(e) Gulf Oil acquired British American; 

(f) Standard of California acquired an interest in Irving Oils in the Maritime 
Provinces. 
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To summarize what appears to be happening, the major integrated oil 
companies make it extremely difficult for new entrants to enter the oil business 
at the retail and wholesale levels. Those that do enter at that level and obtain 
a measure of success are usually acquired by or integrated with a larger oil 
company at some stage. New entrants into the oil business at the production 
or refining levels are less common, due to the higher costs and risks, but if they 
succeed and prosper and grow, they, like new entrants at the marketing level, 
almost invariably are taken over, integrated or amalgamated with larger oil 
companies. 

A handful of major integrated oil companies dominate the oil industry 
throughout the world. Very few new entrants have succeeded in staying in the 
business long enough to become an effective competitor on an international basis 
to earn a place among this select group. 


(2) A Canadian Integrated Oil Company 


The chance of an independent Canadian oil company succeeding in be- 
coming fully integrated and attaining large size is remote, having regard to the 
world wide dominance of the “Cartel” companies and their wealth. To main- 
tain their dominant position, they force growing competitors out of business 
or buy them out. 

Beyond doubt, Canada has the necessary skills; technical, technological, 
financial, and promotional, to establish and successfully operate such an oil 
company. Canadians have formed, owned and operated small producing com- 
panies, small refining companies, and small marketing companies. Canadians 
have successfully promoted and developed small integrated oil companies, which 
beyond question, had the ability to grow larger, such as—North Star Oil Limited, 
Canadian Oil Companies Limited, Anglo American Exploration Ltd., British 
American Oil Company, Irving Oils, etc. 

Royalite is a good case history which is familiar to Albertans. Royalite 
was formed in 1921 as a-producer. As it grew and prospered it became an 
integrated company. British American purchased majority holdings in 1962. 
Majority holdings in British American had been purchased by Gulf, a member 
of the “cartel”. Late in 1968 Royalite, British American, and Shawinigan Chemi- 
cals Ltd. are in the process of amalgamation under the new name of Gulf Oil 
Canada Ltd. 

If another independent succeeded in establishing fully integrated operations 
in Canada, the likelihood is that it, also, would be bought out by a “cartel” 
company as one of the cheaper modes of entry to this desirable market, as has 
already happened in the cases of such promising Canadian companies as those 
mentioned above. When a larger foreign integrated oil company or a member 
of the “cartel” decides to buy out such a company, the purchaser has such vast 
economic power and can make the offer so attractive that individual share- 
holders and investors find it virtually impossible to refuse the immediate per- 
sonal profits they are offered. 

In most countries, free enterprise national corporations have been unable 
to maintain their independence in the face of the competitive pressures of the 
“cartel”, combined with the irresistable attractions of “cartel” purchase offers. 

If Canada wants to have a fully integrated oil company not controlled from 
beyond its borders, that company needs some measure of government control, 
protection, or support, to prevent purchase by a “cartel” company. 

In Britain, the British Government owns 51% of the stock of B.P. In 
France, the French Government owns 35% stock interest with 40% voting 
rights in C.F.P., and it owns 100% of Entreprise De Recherches Et D’Activities 
Petrolieres which through subsidiaries is actively engaged in the oil business. 
National oil companies have been created in forty or more nations. In Canada, in 
industries which, like oil, tend to be monopolistic, Crown Corporations have 
engaged in businesses such as Air Canada, the C.N.R., Eldorado Mining and 
Refining Ltd., Northern Transportation Co. Ltd., etc., to the advantage of the pub- 
lic. In Alberta, the Alberta Gas Trunk Line Company Act created a company by 
statute which operates successfully in one branch of the oil industry. 
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From its study of the oil industry, the Committee strongly believes it would 
be in the Canadian interest to have a large fully integrated oil company owned 
and controlled within Canada to actively participate in the Canadian oil industry. 


Canada can never have a powerful national oil company unless there are 
restrictions which prevent its sale to foreign ownership. 


Such government restrictions can take many forms and there are precendents 
which have been adopted in other countries or in other industries which clearly 
indicate ways in which it could be done: 

(a) in the case of British Petroleum, a member of the “cartel”, the British 
government owns 51% of the shares of the company; (which searches 
for oil in Alberta under the name of Triad Oil, and operates service 
stations in Ontario under the name of B.P.) 

(b) in the case of the French Group, the French government owns varying 
share interests and voting privileges in the parent companies which 
through their subsidiaries (like Banff Oil in Alberta) carry on world 
wide integrated operations, 

(c) in Alberta Gas Trunk Line Company, the statute incorporating the 
company imposes restrictions on who may own voting shares, on the 
transfer of voting shares, and provides for the appointment of some 
directors by the government of Alberta; 

(d) by creation of a crown corporation to compete against privately owned 
giants in the same way as the Canadian National Railway competes 
with Canadian Pacific; 

(e) by creating a corporation such as Air Canada which competes in the 
air lines business with other governments and with private corporations 
both within and beyond the borders of Canada; 

(f) by statutory restrictions such as those contained in the Bank Act which 
prevent control of Canada’s banking and financial institutions passing 
to foreign ownership. 


The government of Alberta is already directly involved with the oil in- 
dustry because approximately 50% of its revenue comes from this single source. 
We believe it is in the public interest of the citizens of Alberta and of Canada 
that their governments should have much more direct information about the 
oil industry than they presently appear to have. 

The best possible way of developing factual information is, by direct par- 
ticipation in the industry and its decisions, and by competing actively with others 
in the business, as is done in the case of such corporations as Air Canada. Many 
other governments have seen fit to do so in the oil industry such as Britain and 
France who regard this activity as vital to their national interests. 


Alberta and Canada, by virtue of the substantial production within their 
borders and by reason of Crown ownership of petroleum and natural gas rights, 
have an unequalled opportunity to encourage the creation of a national oil com- 
pany which would be in the national interest and would help in the establish- 
ment of national policies without going to the extreme of outright nationalization 
of the entire industry as has been done in Mexico and many other countries. 

The gigantic international oil companies which operate in Canada have im- 
mense economic power which has a major influence on our economy. They are 
among our more important corporate tax payers and are quite properly listened 
to by governments in policy matters relating to the oil industry. However, as 
the ultimate ownership and the ultimate power of decision on policy for these 
companies is foreign, whether American, British, or French, there is always a 
doubt as to whether what they are saying is motivated by Canada’s interest, 
or by the corporation’s international economic interest, or by interests influenced 
by its country of origin. 

In an industry as complex as the international oil industry, it would be 
desirable if Canada had the knowledge and advice that could be gained from a 
company with Canadian ownership and no interests other than those of its 
shareholders, its own economic interest, and the national interest of Canada 
in the production and export of its oil. 
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PART 12 


GASOLINE RETAILERS’ ORGANIZATION 


CHAPTER 48. PROBLEMS IN ORGANIZATION OF RETAIL 
GASOLINE DEALERS 


(1) Membership Problems 

There are several different classifications of retail gasoline outlets (Chart 13) 
and the operators of different classifications of outlets have different problems. 
There are over 3,100 outlets in the province, of which 1,700 are operated by 
owners and over 1,200 are operated by lessees. A considerable number of the 
owned outlets are classified as “other businesses with some gasoline sales” such 
as implement dealers, general merchants, etc. In such businesses the small volume 
of gasoline sales is only incidental to a larger primary business. The owner of 
such a business who has only a small revenue from gasoline sales is usually not 
much interested in membership in a gasoline retailer’s organization. 


People whose primary business is the sale of gasoline, and who operate the 
type of gasloine outlet you visualize when the term “service station” is used are 
mainly lessees, of whom there are 1,200 in the province. 


If there is to be an organization of gasoline retailers, the most likely mem- 
bers are those whose full time primary business is the sale of gasoline, and these 
are mainly lessees. 


The Committee asked 211 service station operators whether they belonged 
to the Automotive Retailers’ Association in Alberta, and of these 37.5% stated 
they belonged to the association. A large number of service station operators 
stated to the interviewers that they did not belong to the A.R.A. because their 
oil company disapproved. Some of those who stated they did belong advised that 
they were reluctant to be active in the association because their oil company 
disapproved. This opinion that their oil company disapproves of membership 
in the A.R.A. appears to be quite widespread, and the possible consequences of 
oil company disapproval are illustrated by the case of Bernard Roux referred to 
in Chapter 20(5). 

The rate of termination of lessees is 26% per year in stations selling less 
than 100,000 gallons and 22% per year in stations selling between 100,000 gal- 
lons and 200,000 gallons per year. (Table 61) 


During the course of Committee interviews with service station operators, 
37% of those interviewed had been in their station for two years or less, and 
out of 210 operators interviewed the mean of their experience or length of time 
as a lessee was 4.5 years. (Chart 52) Accordingly many people give up the 
service station business before they have been in it long enough to become in- 
terested in joining a gasoline retailer’s association. Assuming they are re- 
cruited and do join they are only in the association for a year or two before 
they also would cease being service station operators. Consequently a gasoline 
retailer’s organization would have to constantly recruit new members to main- 
tain a membership. 

Those operators who are active as members or directors of the A.R.A. ap- 
pear to be from the relatively small percentage of people who have made a 
success of the business and managed to survive in it for a number of years. They 
are the operators who are most familiar with the problems of the business, and 
who have the most experience with the pressures that oil companies can exert 
under their numerous contracts. 

The A.R.A. accordingly appears to have two very serious handicaps in at- 
tempting to increase or strengthen its organization 

(a) the widespread feeling that oil companies disapprove of membership in 

the organization; and 

(b) the extremely high turnover rate of lessees which means that a steady 

recruiting program is necessary to maintain a constant membership. 

Under the circumstances we think the remarkable thing is not how few 
members the organization has but rather how many members the organization has. 
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(2) Limitations on the Powers of the Organization 


The combined effect of the oil company owning a service station, the oil 
company being the exclusive supplier of products to a service station, and the 
oil company having the operator tightly bound by numerous contracts, is that 
the lessee or commission agent operating a service station is subject to as much 
direction and control by the oil company as would be the case if he were an 
employee. 


If he were an employee he would be protected by legislation prescribing 
hours of work, a minimum wage, and the right to bargain collectively through 
a union. However, as a lessee or as a retail commission agent, even though he 
is subject to direction and control he is not an employee so he is not protected on 
either hours or wages. 


The Labor Act authorizes employees to bargain collectively and to be repre- 
sented by a union as a bargaining agent. However, the service station operators 
are not employees, there is no legislation authorizing them to bargain collectively 
or to be represented by a bargaining agent, so their organization has no official 
status to deal with the oil companies on their behalf. 


The A.R.A. is accordingly a purely voluntary organization which no oil 
company has to recognize. 


In such circumstances there are hazards in organizing to improve their 
conditions. 


The February 1968 issue of National Petroleum News tells about service 
station dealers who were indicted in 1967 for alleged anti-trust violations, prin- 
cipally price-fixing. The following are quotations from this article— 

“They were members of six dealer associations indicted by grand juries in San 


Francisco, Los Angeles, and Fresno at the instigation of the U.S. Justice Dept.’s anti- 
trust division.” 


“The western dealer industry is smarting from what many consider the greatest 
pressure the U.S. Justice Dept. has ever brought to bear on service-station dealers. 
Six associations so far, with all their members as co-conspirators, have been indicted 
for alleged anti-trust violations. 


For more than a year, grand juries have called hundreds of western dealers to 
testify, and the effect has been to shake them up pretty thoroughly. 


These intensive investigations came after a period of widespread but mainly 
local activities aimed at doing something about what dealers considered their econ- 
omic problems (National Petroleum News — August 1967, p 34).” 


In Canada The Combines Act could similarly be used against dealers or 
dealers’ organizations to prevent them from taking certain types of collective 
action to help themselves. The reaction of service station dealers in California 
to the anti-trust investigations directed against the dealers and their organizations 
was to give consideration to joining The Teamsters Union. 


In Alberta a service station operator would not be eligible to join a union 
because under the provisions of The Alberta Labor Act a service station operator 
would be an employer and would not fall within the definition of “an employee” 
who is authorized by the Act to bargain collectively. 


In an article in the February 1968 issue of “National Petroleum News” 
entitled “That Dealer Union: Who? ... Why? ... When?”... the proposed union 
organization of service station dealers by The Teamsters Union was discussed. 


The following quotations were taken from this article— 


“On the rebound, indicted dealers in the San Francisco area asked for unioniza- 
tion as the only other course they saw open to them. This was reported by the 
union’s president, Carl Helm, at an open organizational meeting in Los Angeles. 
Certain groups reportedly joined the union en masse.” 


“The Teamster official acknowledged it’s uncommon to unionize employers, 
but he added that’s no reason Teamsters wouldn’t do so. ‘Service-station operators 
obviously need help,’ Sheridan said.” 

“Practically all of the 31 dealers attending the first of two Los Angeles meet- 
ings were officers and directors of this indicted group, United Oil Dealer Assns.” 
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The proposed union expressed the ambition of growing nationwide. It states 
that it will start with California locals, where it has a potential of 80,000 members. 
Among its objectives are— 

(a) liveable margins, 

(b) no rent for service stations, 

(c) no charge or rent for service station identification signs, 

(d) ten year leases, 

(e) mass buying of T.B.A. 


If it was regarded as desirable to enable service station operators to be 
represented by a union so that they could bargain collectively, legislation could 
be enacted providing that they should be deemed to be employees within the 
meaning of The Alberta Labor Act for purposes of collective bargaining. 


(3) Effectiveness of Retailers’ Organizations 


Notwithstanding the problems of organizing gasoline dealers, and notwith- 
standing the serious limitations on the powers of such organizations, they have 
succeeded in performing useful functions in spite of their handicaps. 


Among the things they can do is make representations to civic, provincial, 
and federal governments to provide information and publicity about the shocking 
conditions under which dealers operate. 


In Great Britain, in a Bulletin published by the Motor Accessories Manu- 
facturer’s Association Ltd. the following appeared: 

“The successful outcome to The Monopolies Commission Enquiry is due in no 
little part to the Retail Trade Associations of the United Kingdom. Praise must 
be given to the permanent officials of the Trade Associations and to those who give 
up so much of their spare time to serve on the committees, both national and 
local, in the interests of the retail trade.” 

In the United States when the state of Maryland enacted a law in 1968 
prohibiting gas station promotional games, newspaper articles in the Washington 
Post and The Calgary Herald described how for two legislative sessions Maryland 
gasoline retailers lobbied and picketed the General Assembly to convince it 
“that the take-a-card games are costly, inconvenient and sometimes fraudulent”. 
The service station operators who supported the bill contended that the games 
cut into their profits to the extent of at least 1c per gallon. The efforts of the 
operators were organized by their organization the “National Congress of Pe- 
troleum Retailers”. 


In British Columbia the Automotive Retailers’ Association contributed to 
the formulation of public opinion which resulted in the “Royal Commission on 
Gasoline Price Structure” appointed in 1963 which reported in 1966. Mr. Kin- 
neard, Secretary for the Automotive Retailers’ Association of B.C. was given 
the privilege of cross-examining witnesses at the public hearings of this Royal 
Commission. 


In Nova Scotia the mark-up of service station retailers, and the hours that 
stations must remain open or closed, are regulated by the Public Utilities Board 
of that province. The Nova Scotia Retail Gasoline Dealers’ Association in 1966 
applied to the Public Utilities Board to have their margins increased from 7c 
per gallon to 8'42¢ per gallon of gasoline effective the 2nd of January 1967. The 
Public Utilities Board advised the government of Nova Scotia of this request and 
Nova Scotia appointed a Royal Commission on the Price Structure of Gasoline and 
Diesel Oil which is giving study to the problems. 


In Alberta The Automotive Retailers’ Association of Alberta made a sub- 
mission to the Executive Council of the Government of Alberta on January 20, 
1964. This submission dealt with such subjects as the alarming rate of turnover 
in service stations, the “commission consignment” system, discriminatory pricing, 
and the need for a Royal Commission. This and other similar submissions led 
to the appointment about a year later by the Government of Alberta of this 
Gasoline Marketing Enquiry Committee. 
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CHAPTER 49. THE AUTOMOTIVE RETAILERS’ ASSOCIATION 
IN ALBERTA 


When the Committee was commencing its inquiries several representatives 
of oil companies, and other persons suggested that the A.R.A. was not repre- 
sentative of the thinking of service station operators and that many operators 
did not belong to the association and did not agree with the position of the 
association. 


In Alberta prior to 1956 a loose-knit association of garage and service 
station operators existed known as the Automotive Trades Association. It was 
a provincial federation of local associations, the principal branches being in 
Edmonton and Calgary. Although it existed for a number of years it never ap- 
peared to have had any permanent full time staff. 


Members of the A.T.A. believed that a stronger and more effective as- 
sociation was needed. With the help of the Automotive Retailers’ Association 
of British Columbia, the Automotive Retailers’ Association of Alberta was formed 
in 1956. In 1957 Mr. Earl Currie was appointed as the first full-time Secretary- 
Manager of the association. 


In the years from 1957 to 1960 the association built up rapidly in numerical 
strength, reaching a membership in excess of 1,000 firms by 1960. The as- 
sociation decided to go into the business of owning and operating a general in- 
surance agency and a trade magazine and both of these ventures operated at a 
considerable loss. This was reflected by a decline in membership in 1961 and 
the resignation of the first Secretary-Manager. . 


A new Secretary-Manager Mr. Desmond Achilles was appointed, the maga- 
zine was discontinued, the general insurance business was sold, the field staff 
was reduced, and steps were taken to economize, consolidate, and restore con- 
fidence. The membership has gradually been built up, concentrating in Ed- 
monton, Calgary and the other cities where it has been more economical to 
canvass for membership. Due to the high rate of turnover of lessees recruiting 
has to take place at a greater rate than the turnover in order to obtain net 
increases in membership. Membership dues in Edmonton and Calgary were 
$72.00 per year and $60.00 per year in other areas, and gasoline retailers clas- 
sified as “other businesses with some gasoline sales’, who sell relatively small 
volumes of gasoline are frequently not good prospects for membership. 

As of June 15, 1966 the Automotive Retailers’ Association had 677 members 
regionally distributed as follows: 


Regional Distribution of Membership 
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The geographical spread of the membership covers most of the province 
from Banff and Jasper in the West to Lloydminster in the East and from com- 
munities in the extreme south to Manning which is in the far north of the Peace 
River country. 


Over 70 members of the association which is more than 10% of its total 
membership have been members continuously for the ten year period since its 
formation. Some members who dropped out during the period of financial dif- 
ficulty in 1961 have since rejoined. 


We inquired whether service station operators who sold the brands of each 
of the major companies were represented in the A.R.A. membership. 


In Calgary, in the case of Imperial Oil, B.A., Shell, and Pacific more than 
50% of the operators of each company belong to the A.R.A., but in the case 
of Royalite, Texaco and Husky somewhat less than 50% of their operators 
belong. 


In Edmonton in the case of Imperial, B.A., Texaco and Pacific more than 
50% of the operators of each company belong the A.R.A., but in the case of 
Royalite, Shell and Husky somewhat less than 50% of the operators belong. 


For the two cities combined in the case of Imperial, B.A., Shell, Texaco and 
Pacific more than 50% of the operators belong to the A.R.A., but in the case of 
Royalite and Husky something less than 50% of the operators belonged. 


The government of the association appears to be representative and demo- 
cratic. It has an eleven member Board of Directors elected annually. In 1966 
the Executive Council directors consisted of four from Edmonton, four from 
Calgary and one each from Lethbridge, Medicine Hat and Red Deer. 


Wherever practicable local zones or branches of the association are formed 
throughout the province and members of these zones elect their own officers. 
The zones call regular monthly meetings which are open to all service station 
operators whether or not they are members of the association. There is a Central 
Council consisting of delegates from all zones, plus the Board of Directors and 
it meets three times a year. The Board of Directors or Executive Council meets 
monthly with the occasional exceptions. The association holds an annual meet- 
ing in September to which all members are invited. Usually 60 or 70 service 
station operators attend the annual meetings which is about 10% of the as- 
sociation membership. 


This Committee and its staff interviewed several hundred service station 
operators throughout the province during the course of completing its service 
station questionnaires. The Committee met on several occasions with the Board 
of Directors of the Automotive Retailers’ Association. In the opinion of the 
Committee the Automotive Retailers’ Association is representative generally of 
the views of a majority of service station operators in the province of Alberta. 


CHAPTER 50. DIVORCEMENT OF RETAILING 


(1) A.R.A. Divorcement Resolution and Brief 

At the tenth annual convention of the Automotive Retailers’ Association of 
Alberta held in Banff during September of 1966 a “Divorcement Resolution” 
was debated and passed. This resolution read as follows: 

Whereas the Government of Alberta has established a Gasoline Marketing 
Enquiry to enquire into the marketing of gasoline and petroleum products in 
Alberta and to consider the relationships between oil companies and service 
station operators and to report to the Government its findings and recommenda- 
tions; 

Whereas this Enquiry was established following requests by the Automotive 
Retailers’ Association that such an investigation be set up; 
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Whereas the Automotive Retailers’ Association considers that it has a 
responsibility to submit to the Gasoline Marketing Enquiry Committee construc- 
tive suggestions for the solutions of the problems under investigation; 

Whereas the Automotive Retailers’ Association has given long and careful 
study to the problems involved, and thorough consideration to the findings and 
recommendations of similar investigations in the United Kingdom and in British 
Columbia and to the clear indications emerging from these investigations that 
present oil company policies lead not only to discriminatory pricing practices but 
also to a wasteful overinvestment in and overbuilding of service stations and 
to undersirable restraints on free enterprise; 

And whereas the A.R.A. feels that the problems of the retailing of gasoline 
and petroleum products will be alleviated only when free enterprise and com- 
petition returns to the gasoline retail business in Alberta; 


NOW THEREFORE BE IT RESOLVED THAT: 


1. THE AUTOMOTIVE RETAILERS’ ASSOCIATION SHALL RE- 
COMMEND TO THE GASOLINE MARKETING ENQUIRY COMMITTEE 
THAT THE OIL REFINING AND MARKETING COMPANIES OPERAT- 
ING IN THE PROVINCE OF ALBERTA BE DIVORCED BY PROVINCIAL 
LAW FROM THE RETAILING OF PETROLEUM AND OTHER PRODUCTS 
AND FROM INVESTMENT IN AND FINANCING OF SERVICE STATION 
OPERATIONS, BUILDING AND REAL ESTATE; 


2. THAT THE ARA SHALL FURTHER RECOMMEND THAT SUCH 
DIVORCEMENT BE EFFECTED IN LOGICAL STAGES TO BE GOM- 
PLETED WITHIN A TERM OF TEN YEARS FROM THE DATE OF EN- 
ACTMENT OF DIVORCEMENT LEGISLATION. 


The divorcement of oil companies from retailing and the compulsory divesti- 
ture of service stations from oil companies appeared to the Committee to be an 
extreme measure which should be considered only if no other practical solution 
was possible. 


The Committee wished to be satisfied that the A.R.A. had given this re- 
solution and its implications very detailed consideration. The Committee wished 
to be informed of the specific problems and particulars of the reasoning of the 
A.R.A. which led to the submission of such a drastic solution. 

The Committee accordingly requested the A.R.A. to prepare a submission 
in writing dealing fully with its position on the subject of “Divorcement”. 

The A.R.A. took several months in the preparation of its brief which it 
submitted to the Committee at a day long meeting at which its Secretary-Manager, 
its solicitor and practically all of its Directors were present. 

The A.R.A. brief was 75 pages in length, divided into three main parts. 
The first part dealt with a general review of industry problems and objectives 
of retailers. The second part concentrated on separate problem areas and pos- 
sible specific solutions to individual problems. The third part defined what the 
association meant by its use of the term “divorcement” and outlined the thinking 
which led to the divorcement resolution. It then dealt in some detail with the 
problems of accomplishing divorcement and the steps it considered should be 
taken. 

The Committee was impressed with the brief and with the serious approach 
and thoughtful consideration that the association and its executive had given 
to the solution they proposed. 

The Committee considered that the problems of service station operators 
and the possible solutions would be more clearly defined if the oil companies 
were given the opportunity of studying the A.R.A. brief and submitting their 
own briefs in reply. The A.R.A. brief was accordingly sent to the oil companies 
and their submissions were invited on the issues raised. 


(2) Oil Company Submissions re Divorcement 

British American, Imperial, Shell, and Texaco each made written submis- 
sions to the Committee after considering the A.R.A. brief on Divorcement. The 
replies ranged from one-third to one-half of the length of the A.R.A. submission, 
omitting reference to some issues and not dealing with others in much detail. 
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The Committee was frankly disappointed in the quality of the oil company 
briefs submitted in reply to the A.R.A. brief on Divorcement. We had the im- 
pression that the oil companies replied, more because they thought they were 
expected to do so, than because they regarded the problems as serious or the 
solution of divorcement as a conceivable possibility. Their attitude seemed to be 
that anything created by man will have some imperfections, but the existing system 
of marketing gasoline is as close to perfection as the mind of man can devise. 

The A.R.A. brief dealt in a serious way with a number of serious problems 
and reached the conclusion that these problems in the aggregate were of such 
magnitude that a solution as drastic as divorcement was necessary and should be 
recommended by this Committee to the government. 

The oil companies appeared to take the attitude that neither the problems nor 
the suggested solution were deserving of serious consideration. Their briefs did 
not deal in detail with the specific problems, they did not recommend alternative 
solutions to these problems, and some of them did not even agree that there 
were such problems as too many service stations or a lessee turnover problem. 
They tended to generalize about the free enterprise system, about competition in 
the market place, and about how undesirable and incompatible government regula- 
tion would be with the business philosophy and climate prevalent in the province. 
One company expressed the general view that the trend to a greater degree of oil 
company ownership of retail outlets was not detrimental to dealers and was well 
justified by the nature of the business. Dismissing lessee turnover and financial 
problems of operators, with a generalization, by stating they arise from the working 
of economic forces which are the basis of the free enterprise system, was not very 
helpful. 

The A.R.A. brief advocated divorcement because dealers are tied and regi- 
mented by the oil companies in various ways. One oil company submission stated 
the recommendations of the A.R.A. were in conflict with the White Paper on 
Human Resources Development, issued by the government of Alberta in March 
1967 which it quoted as follows: 

“A free enterprise economy in which all individuals have maximum opportunity to 

participate, will be regarded as more desirable than a state regimented economy”. 
It seemed to us that the quotation means free individual opportunity is preferable 
to regimentation, and the A.R.A.’s request for freedom of the individual from 
regimentation by removal of company imposed ties was consistent with this con- 
cept, rather than in conflict with it. The A.R.A.’s complaint is that the individual 
operator does not have freedom and cannot get freedom under the present system 
of tied marketing. This problem is not solved by saying that in a free enterprise 
system, government should not intervene to protect its citizens who, in the opinion 
of the Committee, do not enjoy freedom of enterprise, and are being exploited. 
(3) Committee Views on Divorcement 

The Committee in general favors freedom of enterprise and is opposed to 
government intervention or regulation. 

However, in the opinion of the Committee the oil industry tends to be 
monopolistic. There is no evidence of price competition between the closely inter- 
woven companies which control the oil industry throughout the world, and service 
station operators do not enjoy any appreciable degree of freedom of enterprise. 
They are rigidly controlled in every aspect of their business by oppressive contracts 
which are harshly enforced, and are far worse from the point of view of the oper- 
ator than any degree of government regulation. 

In these circumstances a free enterprise government in a free enterprise society 
could quite properly consider the solution of divorcement as a method of restoring 
free enterprise to thousands of its citizens who have been deprived of it. 

The United States is regarded as one of the outstanding examples of a free 
enterprise society. The government of the United States not only gave serious con- 
sideration to divorcement of oil companies from retailing but actively advocated 
that divorcement and divestiture be granted as one of the principal remedies it 
sought in “the West Coast Oil Case”. (Chapter 51[3]) The United States negotia- 
ted for nine years before it abandoned its prayer for divorcement and settled the 
case for other remedies which did not go quite so far as divestiture of real property. 
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The A.R.A. in requesting divorcement recognizes the oil company contract 
ties as the cause of many problems of service station operators. The operator is 
most aware of the ties which affect the real estate in which he conducts his business 
such as the lease ties and the mortgage ties. The lease which can be terminated in 
thirty days is an ever present sword hanging over his head. If he differs with the 
oil company on any subject whatsoever relating to any aspect of his business, he 
feels insecure because he is exposing himself to the threat of lease termination. 


Accordingly the operators and the A.R.A. are inclined to identify contract 
ties with oil company ownership of real estate. The solution they proposed for 
their problems was “divorcement” which involves depriving the oil companies of 
all interests in service station real estate, and the acquisition of such real estate by 
the operators. 


The A.R.A. suggests as a precedent, the action of the Alberta Government 
in requiring breweries to divest themselves of their interests in hotels. However 
there are many considerations affecting the public interest in the liquor business 
which are not applicable to the sale of gasoline. 


Much of the A.R.A.’s brief on “Divorcement” was directed to methods for 
solving the problems of acquisition of real estate from the oil companies and its 
transfer to the operators. These are serious problems on which the entire proposal 
could founder, and these problems might be used as a red herring to detract 
attention from the real problems of service station operators which should be 
solved. : 


The degree of opposition that a serious proposal for divorcement can meet 
was demonstrated in “The West Coast Oil Case” referred to in Chapter 51, 
entitled “Government Intervention in the Oil Industry”. This was a civil action 
in California in which the United States of America was Plaintiff and several oil 
companies including Shell, Texaco and Standard of California were defendants. 
One of the remedies sought by the government of the United States was a prohibi- 
tion against the oil companies engaging in retail selling of gasoline. The action 
commenced in May 1950 and did not conclude until June of 1959. 


At a pretrial hearing in 1957 the Court asked if the parties had discussed the 
possibility of settlement. The Court was advised that there had been such discus- 
sions but they had been abandoned because of the impossibility of reaching any 
agreement on the issue of divorcement of the oil companies from retail selling. 
Several further meetings were held to consider settlement and subsequently the 
Court was informed that these discussions had again broken down because the oil 
companies rejected the government’s continuing demand that each oil company 
be prohibited from engaging in the business of selling petroleum products at retail 
either by its own employees or by agents, consignees or managers. The govern- 
ment’s desire to obtain “divestiture” and ‘“divorcement” and the resistance of 
the oil companies to this suggestion was the principal reason that this action 
dragged on for nine years before judgment. 


Even if divorcement were implemented many contractual ties between oil 
companies and their operators could remain, and more could be devised that were 
not contingent upon or related to the ownership of real estate. 


In Great Britain the Monopolies Commission apparently concluded that 
contractual ties used by the oil companies were not in the public interest. The 
Monopolies Commission accordingly made recommendations reducing the length 
of ties or weakening ties, without going as far as divestiture of property or complete 
divorcement of retailing. 


In the view of the Committee the real problem of the operators is the con- 
tractual ties, and not the ownership of real estate. 


The Committee considers that a better solution would be to sever the con- 
tractual ties without creating the problems of depriving the oil companies of their 
real estate and compelling vesting of such real estate in the operators. 


Page 634 Part 12 


PART 13 











MISCELLANEOUS 

Page 

Chapter 51. Government Intervention in the Oil Industry === === 637 
(1) Government Enquiries ine e 7 cee sieves eth 637 

(2) British Intervention — The Monopolies Commission _______ 638 

(3) US. Intervention — Legal Cases and Legislation _._________ 651 

(4) Canadian Intervention and Regulation = té«S 

(5) Continuing Research by Government Steet cemdy te 970653 

(6) Government Records, Statistics, and Licensing _-_____ eae FL OD4 
Chapter 52. Miscellaneous Conclusions _ == === SCtC«SSST7 
(1) The Combines Act and Lessening Competition = = ===“ 657 

(2) Refinery Price Competition and Tied Outlets __._..._._______ 657 

(3) Control of Retailing - ae te es ee Ley) 

(4) The Retail Commission Agent ei a ea 659 





(5) Miscellaneous Statistics _—__ Le Seer wise. eo OG) 





1 ae “an 

































a 
" Ata) || ai. ivetenentt walk ih ya. 7? 
hy Pp ay a Cnr ifation ' . = as ma 
on afc! the oval hatete i whic) heen tip pale 
t tia i times 1 ey Phe inane whiéh cad: Ge fasts 8 
’ bal iy ”"d oN iI “ver fai! trengl If: he tere 
Th) 5, TIMAOUVEY THANE WH am seaport ot iin pespievnba De 
Hatin, 


>| tie Higieetf fo the tiret- af Vokew mary 
ho 40CA. are inisited ib enti) Goshat 


i 
7™/; he -_ 





uv 
1 


of read cttte. The ShiGoo Ter granesed Ter 
hich ‘ve depeleing the a Capel et 
che accontion of puch fest aaaie 


‘i ti ; uo) the Alben (gee 
, eed THA iu hws Howser 
U ria aw ily Ly »@ tree igs 

ROA ATES ee 
dirwote’ to. pediania. Ty 
int (ul anpee eet Ga ae 


iw . A ho ue prea 
cia... ;' seouhel 1O ot ol.spltupeeial pI We sugeds 
‘ta zopiupost rwninerOr? peg 
Noelia ad bore Si ee bunny Pree eve 

be nidithist bel hotihey eat pila) ae 

rma Neveu ereRND CS! dlmebes de namie! e}0ul 


iniemeoi ital mF Mede ahve i singenen iis vo 


; ? aril ye -ia ugsed the 
zis eubhtisalciediih eee » RE wey 


anew Ptitret) « t Bit rm anaanee bs M 


POH Stik Phere HO Mea Sais F io thse RY 
woaten @iwy Mecggae 


ee. coptionine Qeiintadt Sa. lato 


a 7 n / # . 
a | ' Mie os i caetnb ite BA pir Ne -~ 
ry aarils ad Sandia itbosnciisheivia! 
6.) a I a) 7 19a teull ies 


; : " rel -oe 
i Tl i é Ad ae 


houement ey bqutmend Cae coperectaal te vebdietee ot 

; Piles cmeen trp cba oS neni on, ail emis couhd-be apres ers 
0 Hie cat uw or rehoitan the aeperipp it Tek) CUI oN 
(ie! Tliewte the Mongpoligs petgsey sacs tac v 
; ata Ha vie iy, (be Oi) gat _— b, “ be. al ene Ye 
dies ites Samia, wee ay, A cnn 






ul ret. @ Sik D 


vircaase of, oe oN 


taal 





PART 13 
MISCELLANEOUS 


CHAPTER 51. GOVERNMENT INTERVENTION IN THE OIL 
INDUSTRY 


(1) Government Enquiries 


The action of the government of Alberta in instituting this enquiry is not an 
isolated one. 


There have been numerous enquiries into the conduct of the oil industry by 
many governments of many nations. In almost every case, these enquiries have dis- 
closed monopolistic practices, practices in restraint of trade, or other oppressive or 
restrictive practices not regarded by the enquiry as being in the public interest. 


Most of such enquiries have resulted in recommendations for some degree of 
intervention by government to prevent these gigantic oil companies from following 
practices which apparently are in their self-interest but were not regarded as being 
in the public interest. 


The objectionable practices found in one country or jurisdiction are frequently 
the same as the objectionable practices found in other countries or jurisdictions. 


The major oil companies are vast and wield great influence in many countries. 


In many cases, the recommendations of enquiries into the industry have not 
been implemented and in other cases the recommendations implemented have not 
been effective to prevent or control the practices complained about. The oil indus- 
try is extremely complex and if one method of obtaining a desired result is prohibi- 
ted, there frequently appear to be other methods which are not prohibited and prove 
to be equally effective. 


The following is by no means a complete list but it refers to some of the more 
recent enquiries which have been concerned with problems relevant to those being 
considered by this Committee, namely— 


The Royal Commission on Gasoline Price Structure was appointed by the government 
of British Columbia in 1963. This Commission deliberated for three years and 
reported in 1966. 


The Restrictive Trade Practices Commission of the Department of Justice in Ottawa 
published a Report On an Enquiry into the Distribution and Sale of Automotive Oils, 
Greases, Anti-freeze, Additives, Tires, Batteries, Accessories and Related Products 
arising out of an enquiry under Section 42 of The Combines Investigation Act. This 
enquiry was begun in 1953 and carried on over a number of years. The report pub- 
lished in 1962 exceeded 500 pages in length. 


In Great Britain, in 1965, The Monopolies Commission presented to Parliament its 
report prepared pursuant to the Monopolies and Restrictive Practices (Enquiry and 
Control) Act 1948 entitled “Petrol — A Report On The Supply of Petrol to Retailers 
in the United Kingdom”. The President of The Board of Trade in February 1966 an- 
nounced to Parliament his broad acceptance of the recommendations in the report of 
The Monopolies Commission. The recommendations of The Monopolies Commission 
were subsequently implemented by “Voluntary Undertakings” on the part of suppliers 
of petrol and lubricants which gave petrol retailers new freedoms from ties to which 
they had previously been subject, and conferred rights on oil company tenants which 
they previously did not have. 


In “The West Coast Oil Case” the United States of America commenced a civil action 
in a California court against a number of large oil companies alleging combination and 
conspiracy to monopolize and to restrain trade. Proceedings commenced in May 1950 
and a final judgment (by consent) was not entered until June of 1959. This judgment 
prohibited the oil companies from following a number of practices which they had 
previously followed and gave service station operators certain rights which they pre- 
viously had not enjoyed, and the judgment continues in effect for the fifteen year 
period from 1960 to 1975. 


Chapter 51 Page 637 


In the United States, after a four year study a Report to The Federal Trade Commis- 
sion by its staff on the International Petroleum Cartel was prepared. This report was 
submitted to the sub-committee on monopoly of the select Committee on small busi- 
ness of the United States Senate in August of 1952. This report is 378 pages in length 
and deals with many of the restrictive trade practices of the major international oil 
companies. 


In March of 1966, in the United States, the staff of the Federal Trade Commission 
submitted a more limited report entitled “Economic Report on the Manufacture and 
Distribution of Automotive Tires” which dealt among other things with sale of tires 
through service stations of oil companies. 


The government of the Province of New Brunswick established a “Gasoline Study 
Committee” in the fall of 1963 which gave a seven page report in February of 1964. 


The Royal Commission on the Price Structure of Gasoline and Diesel Oil was 
appointed by the government of Nova Scotia in 1967, and it reported in October of 
1968. 


Thirty years ago, in 1938, the government of Alberta appointed a Royal Commission 
under the Public Enquiries Act to enquire into matters connected with petroleum and 
petroleum products which after a two year study produced a 271 page report. Due to 
changing conditions this report is no longer relevant, but it is significant that there 
appears to be enough public concern to cause recurring pressure on government to 
investigate the same industry. 


The President of Imperial Oil Limited, Mr. W. O. Twaits was the guest 
speaker at the Annual Dinner of the Canadian Petroleum Association in Calgary 
in 1967. “The Producing News” a paper published for employees of the producing 
department of Imperial Oil Limited reported his address. Mr. Twaits commented 
upon the reports of three government enquiries which dealt with aspects of the oil 
industry, namely—the Morrow Report in British Columbia, relating to price, the 
Friesen Commission in Saskatchewan, and the Carter Commission report submit- 
ted to the Federal Government. 


Mr. Twaits stated—‘“In the final analysis, the B.C. price enquiry was due to 
the failure of the industry to explain its practices at the retail level, and lack of 
common viewpoint between supplier and dealer”. 


In the opinion of the Committee, the Alberta Gasoline Marketing Enquiry 
was equally due to the failure of the industry to explain its practices at the retail 
level, and lack of common viewpoint between supplier and dealer. 


Mr. Twaits in referring to the Saskatchewan Commission was quoted “Just 
because we in the oil business have evolved certain practices over a long period 
doesn’t make them comprehensible or justifiable to the laymen. Consequently, we 
should be prepared to explain them, and to accept justifiable criticism.” 


The laymen in this Committee have listened to oil company explanations of 
certain of their marketing practices which have helped to make them comprehen- 
sible. However we still consider many of them to be unfair and unjust. Because 
we are critical we considered the information which influenced our views should be 
reported in detail, so the reader may have the opportunity to judge whether our 
criticism is justified. 


An industry whose practices have resulted in so many government enquiries, 
and whose practices have been found objectionable in various jurisdictions 
and which continues to follow these practices which provoked such enquiries, must 
assume some of the responsibility for government intervention which has occurred 
in many countries, intended to relieve against these practices to which the industry 
clings. 


(2) British Intervention — The Monopolies Commission 


In Great Britain The Monopolies Commission was instructed to study the 
supply of petrol to retailers. The study was commenced in 1960 and The Mono- 
polies Commission reported to the House of Commons in 1965. 
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The following is a summary of its principal recommendations: 


428. We recommend: 


(1) that the term of any solus agreement for petrol should not, except as provided 
under (2) or (8) below, exceed five years, though it may provide for continua- 
tion thereafter on an annual basis if neither party wishes to terminate it; 

(2) that when a petrol supplier makes a loan to a retailer for a period exceeding five 
years any solus tie between that supplier and that retailer may be expressed to 
extend to but not beyond the latest date for repayment of the loan (which should 
be for a definite period and not one contingent upon the purchase of a specified 
gallonage), but the loan agreement should provide that the retailer may at his 
option repay in full at any time after five years from the date of the loan and on 
such repayment the exclusive tie shall terminate; 

(3) that agreements concerned with the hire purchase or loan of petrol equipment 
which contain provisions restricting the retailer’s use of that equipment should 
provide that the property in the equipment should pass unrestricted to the re- 
tailer at any time on payment of the balance of the hire purchase price or the 
appropriate proportion of the price of the equipment on loan; and that no such 
agreement should be expressed to restrict the use of any equipment other than 
that which is being sold or loaned under that agreement; 

(4) that while petrol suppliers may obtain undertakings from their solus petrol re- 
tailers that the latter will stock and sell their brands of lubricants, neither the 
solus petrol agreements nor any other agreements between petrol companies, or 
any other suppliers of lubricants, and petrol retailers should commit the retailer 
to purchase or sell specified quantities of the supplier’s lubricants or to take the 
supplier’s lubricants for the whole or any specified proportion of his total re- 
quirements, or to limit in any way the purchase, sale, stocking, use, display or 
advertising of other brands of lubricants; that no lubricant supplier should offer 
rebates or similar allowances upon conditions involving any such restrictions; 
and that the recommendations in this sub-paragraph should also apply to kero- 
sene and anti-freeze preparations when these are marketed through petrol 
stations; 

(5) that no petrol supplier should accept any commission or other benefit in respect 
of any sales or purchases of tyres, batteries, accessories or other goods not being 
petroleum products by its solus retailers, or should make any agreement with 
such retailers under which the latter would undertake any restrictive obligation 
in relation to the purchase, sale, stocking, display or advertising of such goods; 
and any existing agreements or arrangements of petrol suppliers with manufac- 
turers or distributors of such products as aforesaid to be paid such commissions 
or afforded such benefits should be declared void and of no effect; 

(6) that where a petrol supplier makes a loan to a retailer to cover the purchase or 
construction or substantial development of his station, the loan agreement may 
provide that the supplier shall have the option to purchase the premises if the 
retailer wishes to dispose of them while any part of the loan is outstanding but 
otherwise no agreement between a petrol supplier and his solus retailer should 
give the supplier any such option; 

(7) that no petrol supplier (or group of suppliers) whose deliveries of petrol in any 
year to company-owned stations (being stations in which the supplier has a free- 
hold or leasehold interest, either directly or indirectly) exceed 15 per cent of his 
total deliveries to petrol stations in that year should build or acquire any further 
stations or acquire any such interest in any further stations while such excess 
continues, provided that this prohibition should not apply in any year in which 
the total deliveries by the supplier or group to petrol stations are less than 10 
million gallons; 

(8) that petrol suppliers should not let or license their petrol stations for periods of 
less than three years, save that (i) the agreement may contain a provision that, 
if the station should fail to reach within a specified time and to maintain a speci- 
fied minimum gallonage, the agreement may be terminated by either party, and 
(ii) the suppliers should have the right to offer a new tenant an initial agree- 
ment for a trial period of one year. 


429. At present there exists some thousands of agreements between retailers and 
suppliers of petrol or lubricants. We do not think that the public interest would be suf- 
ficiently safeguarded by providing that no new agreements should be made which would 
conflict in any way with our recommendations while permitting existing agreements which 
so conflict to continue in force until the contractual dates of expiry. We therefore re- 
commend that, as from the date when affect is given to the foregoing recommenda- 
tions, all then existing agreements should be read and construed as though the recom- 
mendations appropriate to such agreements were embodied in them, and that as from 
that date all then existing agreements of a kind prohibited by the recommendations 
should become null and void, except that any existing agreement which conflicts with 
the recommendations solely because the contractual term is more than five years may 
be allowed to continue in force during the remainder of the term or for five years, 
whichever is the shorter. 
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The government of Great Britain broadly accepted the recommendations made 
by The Monopolies Commission. Government officials discussed the recommenda- 
tions with the oil companies. At the request of the government, the oil companies 
undertook in writing to observe a series of “Undertakings” which varied only 
slightly from The Monopolies Commission recommendations. 


The Undertakings went into effect on the 6th of August 1966, and if a supply- 
ing oil company terminates its Undertakings, then that company will be immediate- 
ly bound by a statutory order carrying penalties as defined in the enabling act of 
Parliament. 


The Undertakings gave freedom to the petrol retailer 


(a) to terminate his existing long term solus petrol agreement and/or loan 
or mortgage in five years time by giving notice four years from the date 
of the Undertakings; 

(b) to terminate any existing long term hire-purchase or loan agreement on 
petrol equipment five years from the date of the Undertakings; 

(c) to stock, sell, display and advertise any lubricating oil the dealer 
chooses; 


(d) to terminate any hire-purchase agreement on lubricating oil equipment 
at any time, and any loan agreement on such equipment by giving three 
month’s notice of termination. 


The Undertakings entitled a tenant of an oil company 

(a) to a three year tenancy agreement; 

(b) to stock, sell, display and advertise whatever lubricating oils the tenant 
decides upon; 

(c) to use in the lubricating bay any lubricating oils the tenant decides upon 
or the motorist requests; 


(d) to stock, sell and advertise any T.B.A. the tenant selects. 
Five years is the maximum term fixed for any petrol “tie”. 


Arrangements for the supply of “tied equipment” must be terminable after an 
initial period of five years. In the case of hire-purchase and credit sale agreements, 
the retailer can terminate the “tie” by completing payments and giving twelve 
months’ notice. In the case of hire or free-on-loan agreements, the petrol companies 
were required to give the retailer an option to purchase the equipment at a reason- 
able price or to return it to the oil company. 


Loans and mortgages were required to provide for a definite date for repay- 
ment. 


Where the oil company had the option to buy a service station or a right of first 
refusal on the purchase of the service station, such rights were limited to the period 
for which the loan was outstanding. 


The Undertakings regulate the further acquisition of service stations by petrol 
companies which have annual retail sales in excess of fifty million gallons and who 
sell 15% or more of their volume through company owned stations. The restrictions 
do not apply to companies with smaller annual retail sales or with a smaller per- 
centage of sales through company stations. 


It is too early to know how the Undertakings are working. The government 
indicated it would keep a watching brief on the working of the Undertakings and 
they were to be reviewed 18 months after they came into effect, which would be 
early in 1969. The government indicated it would examine any evidence that the 
Undertakings have been operated in such a way as to nullify or distort their 
intended effects. 


The full text of the Undertakings which are now applicable in the United King- 
dom is as follows:— 
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PART I (Solus petrol ties) 
Undertaking as to future solus petrol ties (other than ties on equipment) 


(1) The Company will not enter into any agreement with a petrol retailer which 
includes a solus tie which will or may affect any petrol filling station for more than 
five years unless the agreement in question permits the retailer, by giving such notice 
(not exceeding 12 months) as may be required by the agreement to determine the 
operation of the tie without any penalty whatsoever at any time more than five years 
after the first day following the making of the agreement on which petrol was supplied 
by the Company or an associated company for retail sale at the relevant petrol filling 
station: 


Provided that nothing in this paragraph— 
(i) shall apply 


(a) to any agreement in so far as it relates to a filling station situated on 
company premises or in a motorway service area; 


(b) to any credit sale, hire purchase or hiring agreement relating to petrol 
equipment, that is to say, storage tanks, pumping equipment and other 
articles used in connection with the retail sale of petrol, or to any agree- 
ment for the loan of such equipment if the only solus tie in the agree- 
ment is a term restricting the petrol in relation to which the equipment 
may be used; or 


(ii) shall preclude the Company from making the right to determine the operation 
of a solus tie conditional upon 


(a) the repayment by the retailer of the outstanding amount of any monies 
loaned to him by the Company or an associated company together with 
such amount by way of interest as may then be due under the loan agree- 
ment; and 


(b) the payment of all sums due to and demanded by the Company or an 
associated company in respect of petrol or other goods supplied for resale 
at the relevant filling station. 


Undertaking as to solus ties in future agreements relating to the supply of petrol 
equipment 

(2) The Company will include in any petrol equipment agreement containing a solus 

tie which is excluded from the scope of paragraph (1) above by head (i) (b) of the 

proviso to that paragraph, a term to the following effect: 


(a) in the case of a credit sale agreement, a term permitting the retailer to 
determine the operation of the solus tie at any time more than five years 
after the installation of the relevant equipment by giving such notice (not 
exceeding 12 months) as may be required by the agreement and before 
the expiry of the notice tendering payment of the whole amount still to 
be paid under the agreement; 


(b) in the case of a hire purchase agreement, a term permitting the retailer 
to acquire ownership of the relevant equipment and to determine the 
operation of the solus tie at any time more than five years after the in- 
stallation of the equipment by giving such notice (not exceeding 12 
months) as may be required by the agreement and before the expiry of 
the notice tendering payment of the whole amount still to be paid under 
the agreement; 


(c) in the case of a hiring agreement or any other agreement for the loan of 
equipment, a term affording the retailer, by giving such notice (not ex- 
ceeding 12 months) as may be required under the agreement an option 
exercisable at any time more than five years after the installation of the 
equipment to return the relevant equipment to the Company or to pur- 
chase the equipment in question free of the solus tie at such price as may 
be stated in, or fall to be calculated in accordance with, the terms of the 
agreement being a price which is not unreasonable in relation to the 
value of the benefit which is conferred by the acquisition having regard 
to the cost to the Company of providing and, where appropriate, instal- 
ling and maintaining the equipment less any payments made to the 
Company by way or hire; 


Provided that nothing in this paragraph shall apply to any agreement, relating 
to equipment exclusively for use on company premises. 


Undertaking as to future loan agreements 


(3) The Company will not enter into any agreement for or connected with the giving 
of a loan to a petrol retailer which includes a term the effect of which is or may be 
that the amount or date of any repayment is fixed or to be determined by reference to 
any quantity of, or the price of any quantity of, petrol acquired for sale or sold at any 
petrol filling station affected by a solus tie other than a filling station standing on com- 
pany premises. 
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Undertaking as to the determination of existing solus petrol ties 


(4) The Company will permit any petrol retailer carrying on business at a petrol 
filling station affected by a solus tie included in an agreement made before the date 
of this undertaking (being an agreement which will or may have effect after the ex- 
piry of the period of five years hereinafter mentioned), by giving 12 months’ written 
notice, to determine the operation of the tie in relation to that station without any 
penalty whatsoever at any time more than five years after the date of these under- 
takings or five years after the date on which the Company or an associated company 
first supplied petrol for retail sale at that filling station, whichever is the later: 


Provided that nothing in this paragraph— 

(i) shall apply to any agreement in so far as it relates to a filling station situated 
on company premises or in a motorway service area or to equipment for use 
at such a station; 


(ii) shall require the Company— 

(a) to continue to supply petrol to a petrol retailer at a filling staiton which 
has ceased to be affected by a solus tie or to discharge further any other 
obligation connected with the promotion of petrol sales at such a station; 
or 


(b) to permit a solus tie to be determined at a time when the retailer has not 
paid all sums due to and demanded by the Company or an associated 
company in respect of petrol or other goods supplied for resale at the 
relevant filling station; or 


(c) to permit a solus tie to be determined unless the retailer tenders payment 
of the whole amount still to be paid under any hire purchase or credit 
sale agreement made between him and the Company or an associated 
company and relating to equipment for use by the retailer in the. course 
of his business; 


(d) to permit a solus tie to be determined unless the retailer tenders payment 
of the outstanding balance of any sums loaned to him by the Company 
or an associated company in the course of his business together with an 
appropriate amount of interest; 

(e) to permit the determination of any solus tie included in an agreement re- 
lating to the hiring or borrowing by the retailer of any petrol equipment 
unless the retailer either— 

(i) in accordance with any appropriate term of the agreement governing 
the hiring or loan of the equipment returns the equipment to the 
Company or purchases it; or 

(ii) where there is no such appropriate term makes and carries out such 
arrangements with the Company as to the return of that equipment 
or its purchase as the retailer and the Company may agree upon. 


(5) In relation to head (e) (ii) of the proviso to paragraph (4) above the 
Company will— 

(i) in any case where it is not reasonably practicable to remove the relevant equip- 
ment and the equipment is the Company’s property, offer to sell it to the re- 
tailer at a price which is not unreasonable in relation to the value of the benefit 
which is conferred by the purchase having regard to the cost to the Company 
of providing and, where appropriate, installing and maintaining the equipment 
less any payments made to the Company by way of hire; and 

(ii) obtain and accept an independent estimate of such a price in any case in which 
the retailer is not prepared to accept a price proposed by the Company. 


PART II (Ties as to lubricants etc.) 
Undertaking as to future agreements restricting sales of lubricants, etc. 


(6) The Company will not enter into any future agreement with a petrol retailer 
(including a tenant or licensee of company premises) the effect or intended effect of 
which is: 

(a) to require the retailer to limit the brands of lubricants, kerosene or anti- 
freeze preparations acquired for sale, offered for sale, used, sold, dis- 
played or advertised by him in the course of his retail business; 

(b) to require the retailer to acquire for sale, use or sell in the course of his 
retail business a specified proportion (however expressed) of lubricants, 
kerosene or anti-freeze preparations of a particular brand; 

(c) to give the retailer a right to a rebate, discount or other advantage 
(whether financial or otherwise )— 

(i) for restricting the lubricants, or kerosene or anti-freeze preparations 
acquired for sale, offered for sale, used, sold, displayed or adver- 
tised, in the course of his retail business to lubricants or kerosene 
or anti-freeze preparations of a particular brand; or 
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(ii) for limiting in any way the quantity of any brand of such goods 
which is acquired for sale or stocked or the manner in which any 
brand of such goods is displayed, offered for sale or advertised by 
him in the course of his retail business; or 


(iii) calculated by reference to the relative amounts of such goods of 
different brands which are acquired, sold, stocked, used or displayed 
by him in the course of his retail business; 


(d) to require the retailer to take delivery of any specific quantity of lubri- 
cants to be supplied by the Company or an associated company at a time 
which is or may be more than three months after the date of the agree- 
ment. 


PROVIDED THAT nothing in this paragraph shall apply to any agreement in so far 
as it 
(a) relates to the use of a lubricating bay at a petrol filling station standing 
on company premises or the advertising of the services provided in such 
a lubricating bay; or 
(b) restricts the use of lubricating equipment supplied by the Company or an 
associated company in connection with lubricants not supplied by the 
Company or an associated company. 


Undertaking as to future ties in respect of lubricating equipment 


(7) The Company will not enter into any future agreement with a petrol retailer 
prohibiting or restricting the use of any lubricating equipment in connection with lubri- 
cants not supplied by the Company or an associated company except where the equip- 
ment is supplied by the Company or an associated company— 


(a) on loan or hire purchase or credit sale terms; or 


(b) for use in a lubricating bay at a petrol filling station standing on 
company premises. 


(8) Where the Company after the date of these undertakings enters into any agree- 
ment for the supply on hire or loan of any lubricating equipment for use on premises 
other than company premises or any agreement for the supply on hire purchase or 
credit sale terms of any such agreement for use on any premises and the use of the 
equipment in connection with lubricants not supplied by the Company or an associated 
company is prohibited or restricted the Company will— 

(i) where the equipment is supplied on credit sale or hire purchase terms, 
permit the retailer to determine the operation of the prohibition or re- 
striction at any time when all the instalments have been paid in full and 
to pay these instalments in full at any time; 

(ii) where the equipment is hired or loaned permit the retailer to determine 
the hiring or loan at any time by giving three months’ notice and return- 
ing the equipment in question before the expiry of the notice, or where 
there are practical difficulties involved in returning the equipment by 
purchasing it at a price stated or provided for in the agreement being a 
price which is not unreasonable in relation to the value of the equipment 
at the time of purchase. 


Undertaking as to existing agreements 
(9) The Company 

(i) will not grant any such rebate discount or other advantage as is men- 
tioned in paragraph (6)(c) above under any agreement made before the 
date of this undertaking save in so far as it is required to do so in dis- 
charge of a contractual obligation; 

(ii) will not enforce any agreement made before the date of these under- 
takings in so far as the agreement would, if made after the date of these 
undertakings involve a contravention of paragraph (6) (a), (b), or (d) 
or paragraph (7) of these undertakings; 

(iii) will permit any retailer party to any existing hire purchase, credit sale 
or hiring or other agreement for the loan of equipment to act in such 
manner as would be required to be permitted by virtue of paragraph (8) 
if the agreement had been made after the date of these undertakings and 
accorded with that paragraph. 


PART III (Commission arrangements etc.) 
Undertaking as to future agreements 


(10) The Company will not enter into any future agreement or arrangement the 
purpose or effect of which is to entitle the Company or any associated company to 
any commission or other similar benefit in respect of— 


(i) any acquisition for sale of tyres or batteries or other motor vehicle 
accessories or articles unconnected with motor vehicles, or 


(ii) any sales of any such goods 
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by a petrol retailer in the course of his business at a petrol filling station (whether on 
company premises or not) affected by a solus tie included in an agreement made be- 
tween the retailer and the Company or an associated company. 


Undertaking as to existing agreements 


(11) The Company will not after the date of these undertakings accept any such 
commission or other benefit as is mentioned in paragraph (10) under any agreement 
or arrangement made before the date of these undertakings: 


PROVIDING THAT nothing in paragraphs (10) or (11) of this undertaking shall 
apply to any agreement or arrangement— 


(a) in so far as it related to any goods supplied or to be supplied to a petrol 
retailer by the Company or an associated company; or 

(b) in so far as it requires payments to be made by a retailer who is a tenant 
or licensee of company premises by reference to his acquisitions or sales 
generally or by reference to his acquisitions or sales of goods of any 
specified class not being a class so described as to distinguish between 
comparable goods of different brands, manufacturers or suppliers. 


Undertaking as to future agreements 


(12) The Company will not enter into any future agreement with a petrol retailer— 
(a) restricting the acquisition for sale, stocking, exposing or offering for sale 
or selling of any goods (other than petrol or lubricants) at any petrol 
filling station affected by a solus tie included in an agreement made be- 
tween the retailer and the Company or an associated company or 


(b) restricting the advertising at such a station of any goods (other than pet- 
rol or lubricants) ordinarily sold at that station, 


if the restriction is intended or calculated to require the retailer to discriminate be- 
tween comparable goods of different brands, manufacturers or suppliers. 


Undertaking as to the enforcement of restrictions in existing and future agreements 


(13) The Company will not enforce any restriction of the type described in para- 
graph (12) above (whether included in an agreement made before or after the date 
of these undertakings and, if in an agreement made before that date, whether or not 
intended to require the retailer to discriminate between comparable goods of different 
brands, manufacturers or suppliers) with the intention of requiring such discrimination. 


PART IV (Options and rights of pre-emption) 


Undertaking as to future agreements 


(14) The Company will not include in any future agreement relating to the loan of 
monies for use in connection with the purchase, construction or improvement of a 
petrol filling station any term or condition giving it or any associated company— 

(a) an option to acquire any interest in the premises on which the filling 

station stands; or 

(b) a right of pre-emption in respect of any interest in those premises 
which is exercisable at any time after the loan (including interest) has been repaid 
in full. 


Undertaking as to existing agreements 


(15) The Company will not exercise any option or right of pre-emption such as is 
described in head (a) or (b) of paragraph (14) that it enjoys under any existing 
agreement relating to the loan of monies for use in connection with the purchase, 
construction or improvement of a petrol filling station at any time after the loan (in- 
cluding interest) has been repaid in full. 


PART V (Company owned stations) 
Future acquisitions 


(16) If in the year 1965— 


(a) more than 50 million gallons of petrol were sold to the public by retail 
in the United Kingdom as petrol supplied by the Company or an associa- 
ted company, that is to say either under the name of one of those com- 
panies or under a brand name belonging to one or more of them; AND 


(b) more than 15 per cent of the petrol was so sold at company (fill- 
ing stations, 


the Company will ensure that the number of company filling stations in operation at 
any one time during the period between the date of these undertakings and the end 
of the first following calendar year in which the conditions described in heads (a) and 
(b) above are not satisfied does not exceed the number of reckonable stations on 
February 10, 1966. 
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(17) If in 1966 or any later year the conditions described in heads (a) and (b) of 
paragraph (16) are satisfied (but the provisions of that paragraph do not apply in that 
year because these conditions were not satisfied in the previous year) the Company 
will ensure that the number of company filling stations in operation at any one time 
between December 31 of that year and the end of the first following calendar year in 
which the said conditions are not satisfied does not exceed the number of reckonable 
stations on the said December 31. 


(18) For the purposes of paragraphs (16) and (17) 
(a) ‘petrol’ does not include automotive diesel fuel; 


(b) ‘company filling stations’ means petrol filling stations on company 
premises or on premises in which a joint company or a related company 
(as hereinafter defined) has any freehold or leasehold interest (other- 
wise than as mortgagee) or on premises in respect of which such a joint 
company or related company enjoys a licence which enables it to sell 
petrol by retail or to permit others to sell petrol by retail; 


(c) ‘reckonable stations’ means the aggregate number at the relevant date, of 
(i) petrol filling stations then in operation as company filling stations; 
(ii) petrol filling stations then under construction on premises which 
were cOmpany premises or premises in which a company which was at 
that time a joint company or related company had a freehold or lease- 
hold interest or in the case of land in Scotland had the interest of an 
owner or a leasee; and (iii) sites for petrol filling stations which the 
Company or an associated company or a company which was then a joint 
company or a related company had at that date acquired or contracted 
to acquire, being sites in respect of which planning permission for the 
establishment of a petrol filling station had been granted before that date 
but on which construction had not then been started. 


(d) ‘joint company’ means any company one half of whose issued shares are 
held either by the Company or by the members of any group of which 
the Company may be a member; 


(e) ‘related company’ means any company (not being an associated or joint 
company) in which the Company or a member or members of any group 
of which the Company may be a member has or have a material interest 
other than a company in which the Company or any member or mem- 
bers of such a group enjoyed a material interest before the date of these 
Undertakings; 


(f) ‘material interest’ means the right directly or indirectly to determine the 
manner in which one quarter of the votes which could be cast at a general 
meeting of the Company are to be cast on matters and in circumstances 
not of such a description as to bring into play any special voting rights 
or restrictions on voting rights. 


(g) an extension of an existing petrol filling station by new construction on 
land which is contiguous to the land on which that station stands or on 
land which has overlapping frontage on the opposite side of the same 
highway (whether a single or dual carriageway) shall not be treated as 
creating a separate petrol filling station for the purposes of paragraphs 
(16) or (17). 


PART VI (Leases and licences of Company Filling Stations) 


Undertaking as to future leases etc. of petrol stations 


(19) Subject to the exceptions in paragraph (21), the Company will not grant or 
agree to grant a lease of premises on which a petrol filling station stands or grant a 
licence affording a right to sell petrol by retail on such premises for a period of less 
than three years. 


Undertaking as to the extension of current leases etc. 


(20) Where the Company has during the period of three years immediately preced- 
ing the date of these undertakings granted or agreed to grant a lease to a petrol retailer 
for a period of less than three years or has during that period granted a licence to such 
a retailer affording a right to sell petrol by retail on such premises for a period of less 
than three years and the retailer is still in possession of the premises or exercising the 
licence at the date of these undertakings the Company will, if so requested by the 
tenant or licensee, agree (subject to the exceptions in paragraph (21) to extend the 
duration of the tenancy or licence to three years from the commencement thereof with- 
out otherwise varying the terms of the tenancy or licence. 
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(21) Nothing in paragraph (19) or (20) shall— 

(i) prevent the inclusion in any lease or licence of any provision making the 
lease or licence determinable if in any specified period a_ specified 
quantity of petrol has not been sold; 

(ii) preclude the Company from granting or agreeing to grant trial leases or 
licences, that is to say leases or licences for a period not exceeding 12 
months to persons who have not previously held any lease or licence of 
any company premises or require the extension of any such lease 
or licence; 

(iii) require the grant by the Company of any further lease or licence to a 
tenant or licensee who has been in possession of any premises for a period 
of not less than three years or any extension of the lease or licence of 
such a tenant or licensee; 

(iv) preclude the grant of a further lease or licence of any premises for 
a period of less than three years to a tenant or licensee who has been in 
possession of those premises for a period of not less than three years; 

(v) apply as respects any premises which the Company has agreed or 
arranged should be demolished or reconstructed within the period for 
which the lease or licence would by virtue of paragraphs (19) or (20) 
require to be granted or extended; 

(vi) require the grant or extension of any lease or licence of any premises 
which are the subject of compulsory purchase proceedings or any grant 
or extension of any lease or licence where any other circumstances out- 
side the control of the Company make it legally impracticable to comply 
with the requirements of paragraphs (19) or (20); 

(vii) require any extension of a lease or licence where the tenant or licensee 
is in breach of any of the terms of his lease or licence; 

(viii) preclude the grant of a licence of any premises for a period not. exceed- 
ing 12 months following the death or insolvency of a tenant or a previous 
licensee. 


PART VII (Definitions and Interpretation) 


(22) In these undertakings— 


(i) ‘petrol’ includes automotive diesel fuel (except for the purposes of para- 
graphs (16) and (17); 

(ii) ‘petrol retailer’ means any person who carries on a busness in the course 
of which he holds himself out as willing to sell petrol for direct delivery 
into the fuel tanks of motor vehicles; 

(iii) ‘agreement’ includes a mortgage or loan agreement unless the context re- 
quires otherwise; 

(iv) ‘solus tie’ means any term the effect or intended effect of which is to 
prohibit or restrict the acquisition for retail sale, or the retail sale, at any 
petrol filling station, of petrol which is not supplied by the Company or 
an associated company, but shall not be taken to include a term provid- 
ing for the payment of rebate by reference to any quantity of petrol sup- 
plied or sold or any term relating to the purchase of a specific quantity 
of petrol from the Company or an associated company; 

(v) ‘petrol equipment’ means such equipment as is described in head (i) (b) 
of the proviso to paragraph (1); 

(vi) ‘lubricants’ means any oil or grease intended for lubricating; 

(vii) ‘lubricating equipment’ includes tanks for the storage of lubricants, racks 
or cupboards for the storage of pre-packed lubricants and any equipment, 
instrument or vessel intended to facilitate the application of lubricants to 
a vehicle or the insertion in vehicles or removal from vehicles of lubri- 
cants, and includes a hoist or a lift; 

(viii) ‘lubricating bay’ means any part of a petrol filling station where there is 
situated a pit, lift or hoist, being a part of the station primarily or ex- 
clusively used for lubricating vehicles, and references to the use of 
a lubricating bay are references to the use for lubricating of the pit, lift 
or hoist situated in the bay; 

(ix) ‘kerosene’ means kerosene for burning or illuminating; 

(x) ‘company premises’ means any land owned or leased by the Company or 
an associated company or in respect of which the Company or an associa- 
ted company enjoys any licence which entitles it to sell petrol to the pub- 
lic by retail there, or to permit any other person so to sell petrol there; 

(xi) ‘associated company’ means any company which is a member of the same 
group as the signatory company; 

(xii) ‘group’ means a body corporate and all other bodies corporate which are 
subsidiaries thereof within the meaning of Section 154 of the Companies 
Act 1948;* 

* In the case of Shell Mex and BP Ltd. this definition is to be modified so as to operate as if 


the Company were a subsidiary of the British Petroleum Company Limited as well as a member 
of the Shell group. 
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(xiii) references to leases include subleases; 
(xiv) references to retail sales are references to sales for use or consumption by 
the buyer and do not include sales with a view to resale by the buyer. 


(23) For the purposes of these undertakings no account shall be taken of any agree- 
ment in so far as it relates to any petrol filling station situated outside the 
United Kingdom or of any supply of petrol, lubricants or other goods outside 
the United Kingdom. 
(24) In relation to land in Scotland— 
(a) ‘owner’ includes any person who, under the Lands Clauses Acts, would 
be enabled to sell and convey the land to the promoters of an undertak- 


ing; 
(b) ‘lease’ includes sublease; 
(c) ‘licence’ includes any form of permission not amounting to a lease; and 
(d) ‘mortgage’ includes a heritable security, however constituted; and cognate 
expressions shall be construed accordingly. 


EXPLANATORY NOTES 


These notes are primarily a summary of the undertakings given to the Board ot 
Trade by suppliers of petrol to retailers in the United Kingdom. Although they are 
not, therefore, an integral part of the undertakings, they may nonetheless be read in 
conjunction with them to spell out the intended effect of the undertakings in circum- 
stances which the Board of Trade have been given to understand are of particular 
interest to the trade. 


Part I of the Undertakings refers to solus petrol ties and reflects the safeguards 
sought by the Board in the light of Recommendations 1-3 of the Monopolies Commis- 
sion’s report. 


Part II is directed to agreements restricting sales of lubricants, etc., which were 
covered in Recommendation 4 of the report. 


Part III regulates agreements between a petrol company and suppliers of goods such 
as tyres, batteries, other motor car accessories and other goods which a petrol retailer 
might wish to stock besides petrol. Recommendation 5 of the Commission’s report 
looked at this question. 


Part IV turns to a supplier’s rights of option and pre-emption arising from loans to 
buy, build or improve petrol stations. The Commission made their Recommendation 
6 on this point. 


Part V contains undertakings as to the ceiling which major suppliers will accept on 
the total number of company-owned stations. The Monopolies Commission made their 
Own suggestions for an appropriate control at Recommendation 7 of their report. 


Part VI covers the minimum period of tenancies and licences of company-owned 
stations, which the Commission’s report dealt with in Recommendation 8. 


Finally, Part VII contains the definitions of a number of terms used in the under- 
takings. 


Part I—Solus petrol ties 


1. This undertaking does not affect arrangements between companies and their own 
tenants or licensees, nor arrangements in respect of motorway service areas. 


2. In this undertaking the term petrol includes automotive diesel fuel. 


3. Examples of a ‘solus tie’ (which may extend to arrangements at multibrand sites) 
are: a term whereby a retailer agrees to obtain petrol exclusively from a particular 
company; a term whereby a retailer agrees to obtain X per cent of his supplies of 
petrol from a particular company; a term whereby a retailer agrees to sell only a 
particular company’s petrol through—say—eight out of ten of his pumps; a tie on the 
use of any pump or any other piece of petrol equipment. (This list is not exhaustive. ) 
The mere offering of a quantity rebate does not constitute a ‘solus tie’ as defined in 
the undertakings (see paragraph [22]). 

4. Paragraph (1) of this undertaking governs the terms of future restrictive solus 
agreements on petrol between petrol suppliers and independent petrol retailers (other 
than hire purchase, credit sale hiring and loan agreements relating to petrol equip- 
ment which contains only ties which limit the use of the equipment: these are, for 
convenience, dealt with separately in paragraph [2]). 


5. Paragraph (1) regulates the duration of the tie which may be included in an 
agreement made after the undertaking is given. Five years is to be the maximum fixed 
term; the tie may run on thereafter, if the retailer can terminate it on giving 
12 months’ notice at any time (i.e. at any time from four years after the start of the 
five-year period). A tie accepted in conjunction with a loan or mortgage agreement 
may be expressed to extend until the loan is repaid, but the retailer must have the 
option (provided he will meanwhile have repaid the loan) of ending the tie at any 
time after five years, subject to the same provisions about notice. If the retailer has 
not repaid a loan he can be required to repay it before determining the solus tie. 
Similarly he may be required to settle all outstanding payments due for petrol supplied 
to the filling station. 
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6. The undertaking provides for the five-year period to be calculated from the. date 
when the supplier’s petrol is first supplied, since this may in some cases be much later 
than the date of the agreement. 


7. Companies will be free to include in future agreements terms restricting to the 
period of the ‘solus tie’ any of their obligations, e.g. to supply petrol (either at all, 
or on favourable terms), or to assist in sales promotion or the maintenance of 
a station. 


8. Paragraph (2) of this undertaking regulates all agreements, made after the 
undertaking is given, for the supply of petrol equipment (on hire purchase, credit 
sale, hire or free loan) which confine the ‘solus tie’ to restriction of the use of the 
equipment in question. 


9. The general effect of the undertaking is that arrangements for the supply of ‘tied’ 
equipment must be terminable after an initial period of five years. In the case of hire 
purchase and credit sale agreements provision must be made for the retailer to ter- 
minate the tie by giving 12 months’ notice, provided that he will meanwhile have 
completed payments under the agreement. In the case of hiring or free loan agree- 
ments, petrol companies must give the retailer an option to purchase the equipment 
at a reasonable price or to return it. It will be for the parties to take account of the 
undertaking when drawn up the terms of the agreement, and to set out the basis on 
which the value of the equipment is to be calculated if the retailer exercises his option 
to acquire it. No mention is, therefore, made in the undertaking about an indepen- 
dent valuation or the particular provision to be made as respects the return 
of equipment. 


10. The purpose of paragraph (3) of this undertaking is to ensure that arrange- 
ments for a loan from a company to an independent petrol retailer affected by 
a ‘solus tie’ should always provide a definite date for repayment or (where appropri- 
ate) for the payment of instalments. Amounts of repayments must be fixed but the 
undertaking will not preclude a supplier from actually taking payment by retaining 
earned rebate. 


11. Paragraph (4) of Part I covers solus petrol ties in agreements made before the 
date of the undertakings. It defines the circumstances in which companies subscribing 
to the undertaking will be required to permit the premature termination of ‘solus ties’ 
accepted by independent petrol retailers. 


12. The Board of Trade consider that it is equitable that the same principles should 
be applied to all existing ‘solus ties’, whether or not they were originally included in 
a loan or mortgage or any other agreement. 


13. The undertaking provides generally that all ties can continue up to a further five 
years from the date on which the undertaking is given, or, when petrol has not yet 
been supplied to a filling station on a solus basis, five years from the date at which 
it is first so supplied. 


14. The undertakings envisage a fair winding-up of existing arrangements between 
the retailer and petrol company on the same general basis as is applied to future 
agreements under the preceding undertakings. 


Thus: 


(a) the retailer may give 12 months’ notice at any time (i.e. at any time 
from four years after the start of the five-year period); 


(b) a supplier need not permit a tie to be terminated unless a retailer’s loan, 
hire purchase and credit sale commitments to the petrol company are 
settled; 


(c) a supplier need not accept termination of a tie until the retailer had 
cleared his outstanding accounts for petrol and other goods supplied to 
the filling station; 


(d) the supplier may make it a condition of accepting termination that the 
retailer will release him from any further contractual obligation to 
supply petrol to the filling station or to promote its sales. Thus, in par- 
ticular, a supplier could require a retailer to release him from an obliga- 
tion to supply further petrol on solus rebate terms as a condition of end- 
ing the ‘solus tie’; 


(e) special provision is made as respects hired or free loan petrol equipment 
which is subject to a ‘solus tie’. Unless the relevant agreement contains 
provisions which enable the retailer to return or to purchase the equip- 
ment, suppliers may make suitable arrangements for the acquisition of 
the equipment by the retailer or its return. They will be expected to sell 
to retailers at a reasonable price equipment such as petrol storage tanks 
which cannot easily be removed. 
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Part Il—Sales of lubricants, etc. 


15. The intention of Part II is to remove certain restrictions at company-owned 
stations, as well as at the stations of independent retailers, in respect of the sale of 
lubricants, kerosene and anti-freeze preparations or lubricating equipment. It applies 
to kerosene only as fuel for illumination or heating. 

16. In certain circumstances agreements which impose some restriction on the use 
of lubricants in particular lubricating bays, or through particular items of equipment, 
will be permitted. In some respects, the undertaking distinguishes between the posi- 
tion at company stations and at others. The undertaking, therefore, does not preclude 
a supplier from 


(a) restricting the lubricants which may be used in a lubricating bay (as 
defined in Part VII) on company premises (e.g. by a tenant or licensee 
of the company); 


(b) restricting the use of lubricating equipment (on h.p., credit sale, hire 
or free loan), whether supplied to a tenant, licensee or independent re- 
tailer. But independent retailers will be entitled to end ties at any time, 
by paying off the outstanding instalments of a credit sale or hire pur- 
chase agreement, or by purchasing or returning hired or loaned equip- 
ment (subject to three months’ notice). A company tenant or licensee 
will have a similar right in the case of equipment on h.p. or credit sale, 
but not in the case of hired or loaned equipment, which is the company’s 
property. 


17. All other restrictions are prohibited by this undertaking, i.e. there could be no 
restriction on the lubricants to be sold on the forecourt by any retailer (including a 
tenant or licensee), or on the general use of a lubricating bay on an independent 
station. In the latter case, the only permissible tie would be on the equipment, if that 
were on hire purchase, credit sale, hire or free loan from a supplier; and even that 
must be open to termination. 


18. With these qualifications, the general effect of the undertaking is that the de- 
cision as to what lubricants to stock or use will rest with the retailer. This is rein- 
forced by the provision of paragraph 5(d) of the undertaking which limits forward 
supply agreements for specific quantities to periods of three months ahead. 


19. The undertaking does not preclude general limitations on advertisement in a 
trade or licence agreement. For example, a landlord remains entirely free to prohibit 
the fixture of advertisements to buildings, or the use of free-standing signs. However, 
to the extent that advertisement is permitted generally, it will not be open to a land- 
lord to impose additional restrictions on the advertisement of particular brands of 
lubricants, kerosene or antifreeze. 


Part III—TBA agreements 


20. Under paragraphs (10) and (11) of the undertakings a supplier may not par- 
ticipate in arrangements under which he stands to benefit from the promotion of an- 
other company’s brands of TBA, etc., by his solus retailers, tenants or licensees. The 
proviso makes it clear that the undertakings do not preclude the supplier (or its sub- 
sidiary) from taking part direct in the TBA business, although this would be likely 
to result in some financial benefit for itself, nor from receiving a rent calculated on 
a tenant’s general TBA business. 


21. Under paragraphs (12) and (13) of the undertakings a supplier may not oblige 
a retailer to discriminate in the course of his business between comparable goods of 
different brands, manufacturers and suppliers. 


22. This undertaking does not preclude a supplier, in his capacity as landlord, from 
regulating generally what business is carried on at company premises. A landlord will 
remain free to impose general restrictions on his tenants or licensees, e.g. by prohibit- 
ing the retailer from dealing in used cars, or from displaying banner advertisements. 
To the extent that dealing in a particular type of goods is permitted, however, the 
supplier may not impose further discriminatory requirements, e.g. to require a retailer 
to promote the sales of one brand while prohibiting the promotion of another. The 
undertaking does not, of course, preclude a restriction in general terms, e.g. prohibit- 
ing the sale of goods not complying with a British Standard, but it would not be com- 
patible with it to seek to regulate the brands of goods sold on general grounds of 
serviceability. 


23. It has been represented to the Board of Trade that an undertaking on these 
matters might operate to prevent a landlord from making advantageous arrangements 
with—for example—a catering company for the supply of refreshments on one or 
more of his sites or granting a franchise in respect of cigarette vending machines. 
This is not the effect of the undertaking. Paragraphs (13) and (14) apply only to 
discriminatory requirements imposed on a petrol retailer in the course of his business. 
It will remain open to a supplier, within the terms of the undertaking, to require a 
retailer not to conduct any catering business himself or not to sell cigarettes, and at 
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the same time to agree an exclusive concession with a third party for the direct opera- 
tion of a catering business or the installation of cigarette vending machines. Para- 
graphs (10) and (11) are equally irrelevant to this situation, since they relate only 
to sales made by the petrol retailer himself. 


Part IV—Options and rights of pre-emption 


24. Part IV provides that where an option to buy a filling station or a right of pre- 
emption has been granted as part of a loan arrangement connected with the laying, 
building or improvement of the station, these rights will be limited to the period for 
which the loan is outstanding. 


Part V—Company-owned stations 


25. The undertaking in Part V regulates the further acquisition of filling stations 
by companies in whose case both of two conditions are fulfilled; first, that total an- 
nual retail sales of their brands of petrol exceed 50 million gallons; secondly, that 
15 per cent or more of this business is through company stations. No restriction what- 
ever applies to a company whose total annual retail sales are less than 50 million 
gallons, or to companies whose annual sales exceed 50 million gallons, but are not 
made to the extent of 15 per cent through company stations. (For the purpose of 
calculating the 50 million gallons or calculating 15 per cent no regard is to be had to 
petrol sold to other suppliers for retail sale under their brand name or to petrol sold 
by retail at company filling stations under the brand of other suppliers.) 


26. If a company’s sales already conformed to this pattern in January-December 
1965, the ceiling to the number of its own petrol stations will (subject to paragraph 
28 below) apply as from the date of the undertakings, and the ceiling will be fixed 
at the number of these stations (including sites which it already owned or for which 
it had legally binding contracts and for which there was planning permission to build 
a station) on February 10, 1966. 


27. Any company whose sales achieve the 50 million gallon/15 per cent’ pattern 
only in the course of January-December 1966, or any subsequent year, will be subject 
to the ceiling from the following January 1 (subject to paragraph 28 below). In their 
case the ceiling will be the maximum number of these stations at the end of the key 
sales year (again taking into account sites already owned or under legally binding 
contract and for which there was planning permission to build a station). 


28. The Board has been asked about companies falling within paragraphs 26 and 
27 above if their sales fall below the crucial 50 million gallons/15 percent tests: will 
the ceiling still apply to the number of stations in their ownership? The tests are 
computed on a full calendar year’s sales. If between January 1 and December 31 of 
any year, a company had sold less than 50 million gallons or had sold through com- 
pany stations less than 15 per cent of its total sales, as from the immediately follow- 
ing January 1 the ceiling would not apply until the end of a year when the company 
once more found itself in the position described in paragraph 27 above. 

29. There is no restriction, whether absolute or relative, on the gallonage which 
may be sold through company stations, and it will remain open to a restricted com- 
pany to expand output through its stations. Since the restriction is framed in this 
way, it will be open to a restricted company to acquire a new station, on the disposal 
of an old one, without being required to strike a balance between the throughputs of 
the two stations. 

30. This undertaking covers not only stations in the direct ownership of a petrol 
company. It regulates also the numbers held by associates (i.e. members of the same 
group), ‘joint’ companies and ‘related’ companies. ‘Joint’ companies are those in which 
the supplier or members of the supplier’s group hold a 50 per cent interest. ‘Related’ 
companies are those in which the supplier’s group have an interest exceeding 25 per 
cent acquired after the date of the undertakings. 

31. The genuine extension of an existing petrol station is not to be regarded as the 
acquisition of a new petrol station, and for this purpose the construction of a petrol 
station on the opposite side of the road is treated as the extension of an existing 
station. 


Part VI—Leases and licences of company filling stations 
32. The general effect of Part VI is to commit companies in future to grant leases 
or licences for periods of at least three years, subject to certain exceptions for: 

(a) a gallonage provision; 

(b) trial agreements with new tenants or licensees; 

(c) certain cases where three-year leases or licences are impracticable; 

(d) certain caretaker licences. 
33. The undertaking also commits the companies to extend existing leases or 
licences (other than trial leases or licences) which have been granted during the last 
three years for lesser periods than three years if the tenant or licensee so request. 
The terms of the undertaking do not permit the landlord to take this occasion to 
amend the terms of the lease. 
34. The undertaking does not preclude the extension of a lease or licence for less 
than three years provided that it was initially granted for a period of at least three 
years. 
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(3) U.S. Intervention—Legal Cases and Legislation 


The West Coast Oil Case 


The United States of America commenced a civil action in the United States’ 
District Court of the Southern District of California against a number of large oil 
companies including Standard Oil Company of California, Shell Oil Company, the 
Texas Company (Texaco) and others. The complaint alleged a number of things 
including combination and conspiracy to monopolize and to restrain trade. Pro- 
ceedings commenced in May of 1950 and final judgment was not entered until 
June of 1959. There were various pre-trial hearings and meetings to explore settle- 
ment of all or some of the issues. These lengthy proceedings finally resulted in a 
consent judgment before any testimony was taken and without trial and without 
adjudication. These proceedings which lasted for nine years were known as the 
“West Coast Oil Case” or “The Carter Decree”. 


One of the items that gave the greatest difficulty in discussions of possible 
settlement was the continuing demand of the Plaintiff, the United States of 
America, that each of the oil companies be enjoined from engaging in the business 
of selling refined petroleum products at retail, either through its own employees or 
by other persons designated as agents, consignees or managers, as prayed for in 
Prayer 17. 

In Prayer 17, the Plaintiff sought “divestiture” and “divorcement” defining 
divestiture as a requirement that defendants divest themselves of all right, title and 
interest, whether ownership, leasehold or other proprietary interest in service sta- 
tions and other retail outlets and that they not be permitted to acquire any in the 
future; and defining divorcement, as a requirement that the defendants now 
engaged in the business of selling refined petroleum products at retail either 
through their own employees or by agents, consignees or managers should cease 
such business and that no oil company be permitted to engage in such business in 
the future. 


On the basis of written statements, presentations and oral arguments made 
during hearings which were not a part of trial, or the taking of testimony, 
the Court ruled that even if at the trial of the case it should be proved to the Court’s 
satisfaction that the defendants had violated provisions of the Sherman Act against 
unlawful restraints and monopolies, the court should not and would not grant di- 
vestiture or divorcement. 

The final judgment consented to by all parties was divided into several parts 
and involved many pages. 

In part V, the consenting defendant oil companies were prohibited from 
agreeing to control the production of crude oil in the Pacific states area with the 
objective of fixing the price of such crude oil or the price of refined petroleum 
products. 

Part VI of the judgment is also concerned with prohibitions against fixing 
prices for crude by agreement or by reference to prices posted by other defendants. 

Part VII of the judgment was concerned with prohibiting discriminatory 
practices with respect to exchange agreements, agreements for the use of pipelines, 
or agreements for the us of facilities for transportation, storage or loading of crude 
oil or refined petroleum products. 

Part IX of the judgment prohibits the defendant oil companies from using 
contracts which required sellers of crude oil to curtail their production of crude oil. 

Part X of the judgment prohibits agreements to fix prices for refined 
petroleum products and agreements to adhere to the posted prices for the sale of 
such products. 

Part XI of the judgment prohibits the defendant oil companies from entering 
into agreements with resellers whereby they will resell at a price, or at not less than 
a minimum price, or at not more than a maximum price, fixed by the oil company. 

Part XII of the judgment deals with supply agreements offered by oil com- 
panies to dealers and with leases of premises offered by oil companies to dealers. 
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Part XIII prevents oil companies from including in a supply contract with a 
distributor, an option to purchase his property or from exercising any such option 
in existing agreements. 

Part XIV of the judgment prohibits the oil companies fiom entering into or 
enforcing an agreement with the dealer which requires the dealer to purchase from 
the oil company or a source designated by the oil company, the dealers require- 
ments of refined petroleum products, or of tires, batteries or accessories or which 
require the dealer to refrain from handling such products obtained from any other 
source. 

Part XV of the judgment prohibits the companies from agreeing with one an- 
other or following a policy or practice of refraining from entering into any lease 
or supply contract with a dealer unless consent is obtained from the other oil com- 
pany which has been supplying refined petroleum products to such dealer. 

This final judgment continues in effect for the fifteen year period from 1960 
to 1975. 

Tire Cases 

In the West Coast Oil Case, the U.S. Government attacked a number of dif- 
ferent contract ties. There have been other United States cases where a single tie 
or practice has been attacked. 

For instance in the sale of tires, batteries and accessories coercion by oil com- 
panies was examined in the following tire cases 

(a) in the matter of B. F. Goodrich and The Texas Company, 

(b) in the matter of the Goodyear Tire and Rubber Company and the At- 

lantic Refining Company, 

(c) in the matter of Firestone Tire and Rubber Company and Shell Oil 

Company. 

The courts found that the oil companies exercised enough power over their 
dealers to constitute inherent coercion, and accordingly the commission agreements 
between the suppliers and the oil companies were declared illegal (Chapter 13, 
Item [5]). 

Commission Consignment Cases 

Commission consignment selling of gasoline was held to be illegal by 
the Supreme Court of the United States in a judgment dated the 20th of April 1964 
against Union Oil Company of California. The court found that the plan was an 
effort to fix prices at thousands of retail service stations and that Union Oil used 
coercion against the dealers to bring them into line. 

The Federal Trade Commission of the United States was also successful 
under Section 5 of the Federal Trade Commission Act in striking down commis- 
sion consignment plans in cases involving Sun Oil Co. and Atlantic Refining Co. 
(Chapter 34 Item [3]). 

Advertising Legislation 

The service station operator is subject to ties related to his advertising. The 
compulsion exerted upon dealers to contribute toward the cost of promotional con- 
tests and games sponsored by oil companies is enabled by the advertising and other 
ties. The states of Maryland and Massachusetts have enacted legislation prohibiting 
oil companies from promoting or operating such games and contests (Chapter 16, 
Item [6]). 

Price Fixing 

Eight oil companies were indicted on a charge of conspiring to fix gasoline 
prices in New Jersey, Pennsylvania and Delaware. 

(4) Canadian Intervention and Regulation 

One does not have to go to the United States or to Great Britain to find in- 
stances of legislative intervention in various aspects of the oil industry. 

The government of Alberta has intervened to regulate the production of oil 
and gas by the Oil and Gas Conservation Act. The government has intervened to 
regulate refining and marketing by prorating production to market demand. The 
government has intervened to regulate the removal of gas from the province or the 
export of gas by the Gas Resources Preservation Act 1956. There are many other 
pieces of legislation such as the Natural Gas Utilities Act, the Pipeline Act, and 
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the General Code of Fair Competition and Business Practices under the Industry 
and Development Department Act. 

Canada has legislation authorizing it to intervene in the oil industry by the 
National Energy Board, and by the Combines Act. 

Governments intervene when they consider legislation is necessary in the 
public interest. 

The Committee recommends that the government of Alberta intervene to en- 
act legislation applicable to gasoline retailing for all of the same reasons that led 
The Monopolies Commission of Great Britain to recommend to Parliament the re- 
commendations that have since been implemented in that country. 


(5) Continuing Research by Government 

One of the greatest problems encountered by this Committee was the problem 
of obtaining basic information, reliable data, and complete statistics. Fragments of 
information were available from various sources which had been compiled 
for specific purposes, but these were frequently difficult or impossible to correlate. 
No matter what aspect of the problem we tried to look at, essential elements of 
basic information were missing and did not appear to be available from any source. 

Several departments of government have information designed to meet the 
needs of their particular area of administration. For instance, the Oil and Gas Con- 
servation Board is well informed on matters of reserves, production, and conserva- 
tion. The Department of Mines and Minerals has records relating to sales of 
mineral rights, leasing, and royalties. The Department of Industry and Tourism 
licenses businesses such as service stations, etc. Under the Fuel Oil Tax Act, the 
province collects substantial taxes on gasoline used on highways. The Department 
of Municipal Affairs, and municipal governments under its jurisdiction assess and 
tax oil and gas producing facilities, pipelines, refineries, gas plants and ser- 
vice stations. 

There is no coordinating agency which examines these fragments of informa- 
tion or attempts to piece together these bits of the jigsaw puzzle to see the picture 
of the one industry in relation to government. When the one industry accounts for 
half of Alberta’s total receipts, would it not be in the public interest to have a con- 
tinuing agency to assemble and coordinate information and to conduct research 
where information is lacking? 

What branch of government should do such a job? Perhaps consideration 
should be given to establishing a Bureau of Economic Research which would be 
able to draw on the resources and coordinate the facilities of existing branches of 
governments such as the Bureau of Statistics, the Research Council, and the 
specialized skills at the University, such as are found in the Economics Department 
and the Department of Business Administration. 

For instance, this Committee was interested in the question “Do we collect 
from the international oil industry as much as other producing nations, or more, 
or less?” It sounds like a simple question, but we never succeeded in finding the 
answer to this basic problem. 

For exporting nations, as compared with producing nations, the Organization 
of Petroleum Exporting Countries (OPEC) reports payments to governments of 
its member nations ranging from as low as 62¢ per barrel to as high as $1.11 per 
barrel during the years 1956 to 1966 as shown in Table 118, or as shown for 1966 
in Table 116. Alberta’s receipts from royalties, rentals, and land sales, averaged 
from 1962 to 1966, were 40¢ per barrel according to an “Oilweek” article. The 
Committee’s calculation of Alberta government revenue for the period 1952 to 
1965 shown in Table 124 is made up of— 





tow lat) Sales ee ee aL 
1 RAGING eeepc ainsi tears Om Arirmarenneiny Meera as UN OEE 
LAO RI a (hop pater eee ee anh 0.13 
Total Alberta Revenues ______________ $0.51 per barrel 





In the OPEC countries, payments to governments include income taxes. It 
took the Committee some time to obtain the particulars of what was included in 
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payments to the OPEC countries, (outlined in Chapter 29 dealing with crude oil 
costs and prices under the subtitle “High Government Revenues of Exporting 
Countries are the Largest Element of Producing Cost”.) The Committee did not 
have information respecting income taxes collected from oil companies by Canada, 
(which would be required to calculate this payment in cents per barrel) to add to 
what Alberta collects, so our comparison could not be completed. 

In Canada we also have municipal taxes on production facilities, pipelines, 
gas plants, refineries, etc., and we did not calculate what this amounts to in the 
aggregate for the industry. We do not know whether there are similar costs in 
underdeveloped producing countries. 

The oil companies undoubtedly record, study, and analyze such data 
and make comparisons as between the countries in which they operate. This in- 
formation is available to them in their negotiations with governments relating to 
taxes, production allowables, depletion, and export quotas. 

This raises many questions. Would it be useful to exchange information with 
other governments which deal with the same companies and the same problems? 
With respect to OPEC, are we eligible to belong? Should Canada or Alberta belong 
to OPEC if eligible? What advantages and disadvantages would arise from mem- 
bership in this group of governments? 

In marketing the British Government’s review of the “Undertakings” and 
how they are working would be useful information. Does the legislation enacted 
in Maryland and Massachusetts work satisfactorily in prohibiting the giving 
of chances and prizes by gasoline stations? (See Chapter 16). There has been 
eight years of experience in enforcing the consent judgment known as “The Carter 
Decree” obtained in the West Coast Oil Case. Have the restrictions imposed on the 
oil companies in that case been effective to cure the problems which led to the 
judgment? The oil companies, with which the Alberta Government deals, have this 
information. They continue to follow practices here which other governments are 
attempting to prohibit. 

In the oil industry the companies are the active partners which operate the 
business and have access to all the information. The government is a silent part- 
ner which has a vital interest in a share of the earnings, but does not have as much 
information on which to base its decisions in dealing with the oil companies. 

It seems to us that the silent partner in its own self interest could use better 
information respecting an industry which contributes so heavily to our economy 
and to government revenue. A continuing research group that could be asked ques- 
tions, investigate problems, and compile statistics would contribute to the formula- 
tion of policy by government on the basis of more complete information, rather 
than on uncoordinated fragments of information and some speculation. 

Existing bodies with defined duties in special areas such as the Conservation 
Board and the Bureau of Statistics do not seem to be quite appropriate to investi- 
gate and answer this type of question. 

(6) Government Records, Statistics, and Licensing 

The government as a general rule, does not record or publish statistics by com- 
panies, but only shows aggregate figures for all companies in an industry. 

The purpose of this is to prevent disclosure of confidential information to 
competitive companies. 

The eight gigantic companies which dominate the world oil industry are so 
closely interwoven in many of their activities that they know more about one an- 
other than any government can hope to know. 

The Committee is convinced that the publication of such statistics as 
the government may collect about individual oil companies would not tell the com- 
panies anything they don’t already know about one another in 90% of cases. 

The most important effect of not recording information by company in the oil 
industry is to keep the government, the administration, and the public in ignorance 
of who the companies are, what they do, and the extent of their activities. 

Frequently during the course of the enquiry we requested information from 
a company about some aspect of its activities, and the company could not give us 
the information in the form requested, or it was “not available”, However, in a 
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number of such cases we obtained the information we desired from some other 
company, which obviously was in possession of detailed and accurate information 
about the activities of each other company engaged in the business. We were ad- 
vised that some of the companies voluntarily exchange statistics. 

The government of British Columbia until about ten years ago recorded and 
reported its oil statistics by company. However, it was persuaded to change this 
practice and it now reports for the industry. 

There is no apparent reason why the licensing branch should not record the 
number of licensed service stations by company or brand. The oil company sales 
representative in each sales territory reports all information about competitors that 
his company wants to know. Such information is published for numerous countries 
by industry publications such as “National Petroleum News Factbook”. Anyone 
interested can do a physical count, and the companies certainly know. The volume 
of automotive gasoline sales could also be recorded by company, because each com- 
pany already knows what the others sell. 

As an illustration Mohawk Oil Co., an off-brander operating in Alberta, made 
a submission to the Edmonton City Council in July of 1963. Their submission was 
supported by a study they made of the gasoline volume sold by service stations of 
other oil companies. A Mohawk representative did a daily meter reading from 
January 20th, 1963 to February 10th, 1963 of 68 named service stations. They 
accordingly had factual information as to the daily volume of these 68 stations 
over a long enough period to accurately project their monthly and annual volumes. 
The major companies have more extensive facilities and resources for accumulating 
and recording data in which they are interested than a small company like Mohawk. 

It would be possible for the Department of Mines and Minerals to record 
many of its statistics by company such as those relating to: lands under lease or 
reservation or permit, rentals received, and royalties received. The government 
and the public would then have knowledge, to which they are entitled, as to who 
rents the mineral rights of the province, and what they have paid. The government 
should know what percentages of its mineral rights are held by the eight interna- 
tional companies and their subsidiaries. 

There are a few sensitive areas, such as information relating to new 
discoveries, and estimates of reserves before a field is developed, which should re- 
main confidential as at present. However, these are exceptions to the general rule, 
that in the oil industry statistics should be recorded and published by company. 

Months of the time and effort of the Committee was devoted to the accumula- 
tion of facts and statistics, many of which we expected to have been available from 
public records maintained in the public interest. 

As an example we expected to be able to determine the number of service 
stations in the province from the provincial licensing records. However, the 
licensing department does not require annual licensing. Accordingly, a man who 
took out a license many years ago, but never surrendered or cancelled it, will still 
appear in license records. When the Committee selected communities in which it 
wished to interview the service station operators, it provided the interviewers with 
a list from the license records of the names and addresses of the service station 
operators in each such community. In many cases the businesses no longer existed, 
the licensees could not be found, and they had not operated in the community for 
years. 

The Automotive Retailers’ Association in its brief to us stated their belief 

“ . that licenses for operation of service stations in this province should be renewed 
annually rather than given on a permanent basis to the licensee as at present”. 

The trends towards the extinction of privately owned service stations reported 
in Chapter 26, and the decline of independent wholesalers and refiners reported in 
Chapter 27, and the concentration of refining and retailing in the hands of the “car- 
tel” companies, would have been apparent years ago from public records if such 
information had been compiled statistically by company. 

Having regard to the serious proportions of business failure and lessee turn- 
over in service stations, and the desirability of having accurate information on this 
problem available to the Government, the Committee recommends: 
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(a) that service station operators should be licensed annually; 

(b) that the license fee continue to be nominal; 

(c) that the license should be issued in the name of the person who actually 
operates or manages the retail business conducted in that particular 
station whether as lessee, owner, commission agent, or employee, and 
if the retail business is conducted by a company it shall designate the 
appropriate person in whose name the license shall issue; 

(d) that the application for license should provide enough information to 
the licensing officer to enable him to classify licensees in the classifica- 
tions outlined in Chapter 6; 

(e) that when an operator terminates, the unexpired portion of his license 
should not be transferable; 

(f) that the new operator, whether owner, lessee, commission agent, or oil 
company employee who replaces a former licensee should obtain a new 
license for the balance of the annual license period. 

Thus during the course of one annual license period in a station where a lessee 
terminates, who is followed by an oil company employee who operates it for a few 
weeks, who is followed in turn by a new lessee, there would be three licenses is- 
sued, each covering a portion of the annual license period. Statistics would 
accordingly be available from departmental records, from which the numbers of 
licensees in each classification and the turnover statistics could be accurately com- 
piled. 

In its report the Committee recommends that service station operators be given 
certain rights and freedoms. In Chapter 36 Item (4) the Committee has made re- 
commendations relating to price. To compliment and support these recommenda- 
tions the Committee recommends the following changes in licensing. 

In connection with the marketing, distribution, and retailing of gasoline the 
Committee recommends that there should be four classes of licenses— 

(a) retail licenses (for service stations and other retail outlets for the sale 

of gasoline) ; 

(b) bulk licenses (for bulk agents and farm dealers) ; 

(c) wholesale licenses (for brand name marketing divisions and for 
off-brand wholesalers) ; 

(d) refining licenses (for refining divisions of integrated oil companies and 
for independent refiners) . 

The suggestions we have made relating to the licensing of service station opera- 
tors apply equally to the licensing of bulk agents and farm dealers, and in particular 
each license should be in the name of the person who is actually operating the bulk 
agency or the farm dealership, and not in the name of the oil company for whom 
he acts as agent. 

Any licensed retailer should have the right to purchase from any licensed 
wholesaler at the prevailing posted wholesale price. 

Any licensed wholesaler should have the right to buy from any licensed refiner 
at the prevailing prices for refinery sales. 

In Chapter 36 Item (3) the Committee considered the public interest in off- 
brand price competition and concluded that off-brand wholesalers need an assured 
supply of gasoline at a price which enables them to be competitive at retail. In 
Chapter 36 Item (4) our eighth recommendation also deals with this problem. 

We accordingly consider that if a refinery unreasonably refuses or neglects to 
supply petroleum products to a licensed wholesaler in circumstances where it is re- 
required to do so to comply with the price recommendations, its refining license 
should be subject to suspension for a limited number of days in the discretion of 
the licensing officer. Similarly there should be a discretion to suspend the license 
of a licensed wholesaler who unreasonably refuses or neglects to supply the gaso- 
line requirements of any retailer. For these purposes a refiner or wholesaler would 
not be behaving unreasonably if, in the case of a shortage of supply, he was treat- 
ing all purchasers equally as nearly as reasonably possible by prorating his available 
gasoline. This would prevent problems such as those experienced by operators like 
McGregor, Roux, etc. (Chapter 20 [4]) (Chapter 20 [5]) (Chapter 20 [7]). 
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There is a relatively inelastic demand for gasoline which does not vary greatly. 
Refiners and wholesalers now experience no insurmountable difficulties in keeping 
their purchasers adequately supplied with gasoline. The mere existence of a power 
of suspension of licenses would probably make it unnecessary ever to use it. 

The oil industry in the past has behaved in a monopolistic way and it has used 
various pressures to compel purchasers, whether retailers or wholesalers, to enter 
into long term exclusive buying agreements. Refusal to supply, or refusal to assure 
continuous supply, or periodic interruption of supply has been used to encourage 
purchasers to agree to exclusive buying under long term contracts in other juris- 
dictions, and the existence of such a regulation could prevent this problem from 
arising here. 

CHAPTER 52. MISCELLANEOUS CONCLUSIONS 
(1) The Combines Act and Lessening Competition 

The “cartel” having been prohibited by Anti-Trust Laws and Combines Laws 
in various jurisdictions from using certain designated methods or practices of pre- 
venting or lessening competition found other equally effective methods or 
practices. 

It appears to the Committee that to discourage or prevent private businessmen 
from becoming profitably established in the gasoline marketing business, and to 
lessen competition, 

(a) too many service stations are built so that none are economical, and 

(b) lessees of company owned stations are subsidized in rental which 

enables them to continue in business in circumstances which cause 
privately owned stations to fail. 

The existence of too many uneconomic outlets is one way of discouraging 
private businessmen from entering marketing, which lessens competition with 
“cartel” outlets. 

Selling gasoline at a lower price, having the effect or tendency of substantially 
lessening competition or eliminating a competitor is prohibited. However, instead 
of selling gasoline at a lower price, if an oi! company gives its lessee outlets a ren- 
tal subsidy per gallon which has exactly the same effect, it does not fall within the 
words of the prohibition in the Combines Act. 

An agreement between oil companies which has lessened or is likely to lessen 
competition in any market would be illegal under The Combines Act. Lessening 
competition by this method having been prohibited, other methods to achieve the 
same result may not be prohibited. An agreement between an oil company and a 
service station operator tying the outlet is not prohibited. The system of tied out- 
lets resulting from such agreements is likely to lessen competition and is likely to 
restrict persons from entering or expanding in the gasoline marketing business be- 
cause each of the subsidiaries of the “cartel” companies has a chain of tied outlets 
to which it has the exclusive right to sell, and such outlets have no right to purchase 
from any other supplier. 

If a surplus of uneconomic outlets already exists and if a new entrant can’t 
sell to any existing outlet and so is faced with building additional uneconomic out- 
lets to obtain a market that is likely to restrict him from entering or expanding in 
the gasoline marketing business, and lessens competition. 

The effectiveness of the policies used by subsidiaries of the “‘cartel’’ companies 
are clearly demonstrated by the results in Alberta where— 

(a) privately owned service stations have declined in number; 

(b) independent wholesalers have declined in number; 

(c) independent refiners have been bought out or ceased to operate; 

(d) the “cartel” subsidiaries in Alberta operate 100% of the refining and 

have tied nearly 88% of all retail outlets in the Province. 

Each company has a group of outlets to which it has the exclusive right to 
sell and to which no other company attempts to sell. This carves up the market 
just as effectively as the now illegal “cartel” marketing agreements, formerly used 
to do, and certainly lessens competition. 

(2) Refinery Price Competition and Tied Outlets 
The present system of tied retail outlets in marketing makes it more difficult 
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for competition to develop at the refining level, which also lessens competition for 
“cartel” refineries. 

If an independent oil company establishes a refinery, no matter what price 
inducements it may offer, it is unable to participate in the existing service station 
market because virtually all service stations are tied for a number of years to an 
existing brand and they are not at liberty to buy from anyone else. Consequently 
a refiner to have a market for the gasoline that it must inevitably produce has to 
establish a new chain of service stations in order to gain access to the market. 

The new entrant is accordingly faced with the necessity not only of building 
a new refinery, but of building and financing a new chain of service stations, and 
then facing a lengthy period of loss in its service station operations until public 
acceptance of the new brand name is established. 

So far as service stations are concerned there may already be too many of 
them. However, the new refiner can’t do business with any of these service stations 
because they are tied. There is no object in the new refiner offering a lower price 
because the tied service stations are not free to respond to price competition. The 
new entrant accordingly spends whatever money is required to become established 
by building service stations which are unnecessary from a public standpoint, and 
uneconomic from the service station operator’s standpoint. 

If service stations were not tied, the new refiner would have the choice of 
offering lower prices to service station operators who could offer lower prices to 
the motorist to establish the new brand in the market. It would be easier for the 
new refiner, might cost him less, and the motorist consumer would benefit. _ 

(3) Control of Retailing 

The man who is prepared to risk his savings and is not afraid of long hours 
and hard work to establish his own business and become an independent business 
man, normally has a competitive advantage over a business operated solely by em- 
ployees whose prime motivation is reasonable payment for their time and labor. 

An international oil company which desires to control retailing has to devise 
an efficient method of competition with such independent owners, that will dis- 
courage them from attempting to compete, and also will not involve too much ex- 
pense to the oil company. 

If the oil company can attract as lessees men who are prepared to risk their 
savings and are not afraid of long hours and hard work, they would then be com- 
peting in these respects on an equivalent basis with the independent owner. They 
can attract such men as lessees by the same inducements, namely—appearing to 
hold out opportunities of running one’s own business and becoming an independent 
business man. At the same time by tying such a lessee with numerous restrictions 
and contract ties, they can exercise control over his activities equivalent to the con- 
trol they would have over an employee who would not have the same interest or 
motivation. 

The oil company, at the cost of a small subsidy to such lessees, can then pro- 
vide services which an owner cannot match, and owners are gradually eliminated 
from retailing because their investment of capital, long hours, and hard work does 
not earn the advantages that would normally accrue. 

These oil company practices create problems for all retailers, whether owners 
or lessees, and the advantages accrue to the oil companies. 

The independent owner is driven out of his gasoline retailing business by un- 
fair competition from subsidized lessees. 

The lessee who risked his capital, and contributed long hours and hard work 
is restricted by contract ties which deprive him of the independence and freedom 
he had been hoping for, and he does not earn the rewards of an independent busi- 
ness man who can build up his investment and increase the value of his saleable 
equity in his business, giving him independence and security. 

Among the advantages accruing to the oil companies are the following: 

(a) to the extent that operators invest capital to run service stations, oil 

companies are relieved of the necessity for providing such capital; 

(b) operators bear the losses of business failures in service stations and oil 

companies are relieved of the risk of failures in their retail outlets; 
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(c) the operators assume the responsibility of administering oil company re- 

tail outlets and recruiting staff to retail oil company products; and 

(d) oil companies are relieved of the risks of unionization and resulting de- 

mands for higher wages and better working conditions which would 
arise if retail outlets were operated by oil company employees. 

Some of the methods employed by oil companies, apparently with the objec- 
tive of obtaining control of retailing, have infringed personal freedoms which 
people expect to enjoy. As a result the governments of some jurisdictions have 
taken steps to restrict the use of one or more of such methods which infringe these 
freedoms. 

However, if one method is restricted, other methods can be devised. In an 
industry as complex as the international oil industry, the methods used to attain 
an objective are so complex and so numerous that the list of prohibitions and the 
problems of enforcement may be unacceptable from a practical political standpoint. 

Rather than attempting to prohibit individual methods, we consider it is pre- 
ferable for a government to state the freedoms which the public interest requires to 
be maintained for the benefit of certain classes of its citizens. If the freedoms are 
stated, the courts could then protect the citizens against the use of any methods or 
practices which infringe on those freedoms. 

The nature of the international oil industry is such that it has many of the 
characteristics of an oligopoly or monopoly, and in such circumstances government 
intervention is necessary in a way that would not be appropriate for other busi- 
nesses or industries which do not have such monopolistic characteristics. It is for 
this reason that governments exercise controls over utilities which enjoy franchises 
because the characteristics of such utilities differ from other industries which do 
not have such monopolistic characteristics. 

The oil industry sells the majority of its gasoline to retailers. The industry’s 
profits are largely dependent on the price at which it sells gasoline. If the industry 
controls retailers it can control the price at which its gasoline is sold to retailers. 

All of the evidence is consistent with the theory that control of gasoline re- 
tailing is a prime objective of the “cartel”. 

The unfortunate “independent business man” engaged in retailing gasoline is 
caught between the hammer and the anvil in the application of policies to attain 
that objective of control. 

Oil company policies leading to attainment of the objective of control of gaso- 
line retailing have been the subject of government inquiries, investigations, and 
reports in many countries. 

We are making recommendations which differ from those recommended and 
implemented in some other countries and jurisdictions because generally they 
appear to have failed to alter the conditions giving rise to the complaints. 

(4) The Retail Commission Agent 

The agent remunerated by commission who occupies premises as described 
in Chapter 11 (3), and who is used to compete at retail as described in Chapter 34 
(2), usually: 

(a) occupies premises owned by his principal, 

(b) sells gasoline and merchandise produced or supplied to him by his 

principal, 

(c) sells at prices fixed by his principal, 

(d) conducts the business as directed by his principal. 

For all practical purposes the business belongs to the principal and his agent 
follows instruction. The main difference is that instead of being paid a salary or 
wage as an employee he is remunerated by a commission based on sales. 

From the point of view of the oil company which wishes to control retailing 
if they sell to an owner or a lessee who resells to the motorist 

(a) there is the disadvantage that the owner or lessee can determine his own 

’ mark-up and fix his own price, 
(b) there is the advantage that the company can obtain payment from the 
owner or lessee as purchaser whether or not he extends credit to or col- 
lects from his customers, so the owner or lessee runs the risk of credit 
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losses. 

From the point of view of the oil company which wishes to control retailing, 

if they sell through an agent 

(a) there is the advantage that the company can determine retail mark-up 
and fix retail prices, 

(b) there is the disadvantage that the company as principal extends credit 
to its customers and suffers credit losses, and their agent, (who is not 
a purchaser like the owner or lessee,) would normally have no respon- 
sibility to pay the company amounts which its customers failed to pay. 

To have the best of all worlds, an oil company commission agent contract has 

been devised under which 

(a) the form of the contract appears to be agency so that the oil company 
has the advantage of determining retail mark-up and fixing prices, 

(b) the “agent” is remunerated by commission so that the oil company has 
the advantage of not being an employer whose employees can bargain 
collectively or take advantage of labor laws which protect “employees”, 

(c) unusual terms have been added to the agency form of contract which 
have the effect for purposes of credit losses of treating the agent as a 
buyer and shifting the responsibility for credit losses from the oil 
company to the agent, 

(d) additional terms have been added to the agency form of contract which 
require the agent to pay an occupancy charge for using his principal’s 
premises corresponding to the rent payable by a lessee but without the 
disadvantage to the oil company of giving him the rights and status that 
a tenant normally enjoys under a lease. 


If the discrimination against owners inherent in a rental subsidy to lessees is 
difficult to demonstrate, comparison with an occupancy charge to an agent would 
be still more obscure although equally relevant. 

The commission agent operator can be exploited to the same extent, if not 
more so, than the lessee operator unless each is afforded comparable protection. 

An oil company agent who sells his oil company’s products at prices fixed by 
his oil company and in accordance with his oil company’s instructions should not 
be required or permitted to assume any liability for credit losses on such sales. The 
provisions of any contract to this effect should be declared null, void and 
unenforceable. 

Oil company retail commission agents are under the direction and control of 
their oil company principal, and either they should be deemed to be employees 
within the meaning of the Alberta Labor Act and subject to legislation regarding 
minimum wages, hours of work, and right to bargain collectively, or they should 
be given independence. 

Either no occupancy charge should be paid by an oil company retail commis- 
sion agent for oil company premises and the provisions of any contract imposing 
such a charge should be declared null, void and unenforceable, or he should be 
given the security of tenure recommended for a lessee. The termination of the man’s 
appointment as agent automatically terminates his right to use the premises. The 
commission is simply a sales incentive to the agent and a measure of his earnings. 
The agent’s commission should correspond to a lessee’s net earnings, and not to his 
gross earnings from which deductions for expenses are made as though he had in- 
dependence from his principal. 

No capital investment should be made by or required from any retail commis- 
sion agent for gas, merchandise, tools, equipment or stock. A man who is an em- 
ployee or agent and whose remuneration is salary or commission should not be 
required to buy merchandise or to risk his capital to earn that salary or commission, 
and the provisions of any contract requiring an employee or agent to invest his 
capital should be declared null, void and unenforceable. 

The clear lines that one assumes to exist between an employee or agent on the 
one hand, and an independent business man on the other, have been blurred by 
clever draftsmanship of oil company contracts, which confer on one category the 
characteristics and obligations of another. 
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The distinctions in principle which formerly existed should be restored so that 
a man who for most practical purposes is an employee (in fact although not in 
name or form of contract) should be protected by the laws for the protection of em- 
ployees and should not be saddled with the obligations of an independent business 
man. 

On the other hand, the independent business man who assumes the obliga- 
tions of investing capital in a business and buying merchandise for resale in the 
hope of profit should be free of the ties that normally apply to an employee or 
commission agent. The oil company that is being paid as the supplier of product 
and as the landlord of premises should have no voice in the conduct of the retailer’s 
business. 


(5) Miscellaneous Statistics 


NUMBER OF PASSENGER CARS PER RETAIL OUTLET 
BY CENSUS DIVISION — Alberta 1965 








Passenger 
Number of Cars Per 
Census Retail Number Retail 
Division Outlets of Cars Outlet 
01 98 11,541 118 
02 184 23,540 128 
03 100 WI 72 
04 64 Sei T 53 
05 143 9720 68 
06 509 121,687 238 
07 151 10,939 72 
08 27721 | 24,050 109 
09 65 5,259 81 
10 253 18,716 74 
11 586 142,948 242 
22 124 9,735 79 
13 180 9,597 53 
14 68 4,542 67 
15 239 16,397 69 
2,985 419,265 140 
The cars per retail outlet are significantly higher in the Calgary area (06) and the Edmonton 
area (11). 
Source: Gasoline Marketing Enquiry Records. 
AVERAGE GALLONAGE SOLD BY ALL RETAIL OUTLETS 
BY CENSUS DIVISION — Alberta 1965 
Number of Average 
Census Retail Gallonage Gallonage 
Division Outlets Sold Per Outlet 
01 98 7,168,085 73,144 
02 184 13,705,698 74,487 
03 100 4,478,514 44,785 
04 64 2,595,636 40,557 
05 143 5,129,726 35,872 
06 509 65,485,124 128,654 
07 151 5,691,431 37,692 
08 221 14,307,402 64,739 
09 65 7,537,546 115,962 
10 253 10,457,068 41,332 
11 586 73,434,059 125,314 
12 124 4,750,259 38,309 
13 180 5,149,108 28,606 
14 68 5,494,843 80,807 
15 239 15,447,003 64,632 
2,985 240,831,502 80,681 


The gallonage is greater where the cars per retail outlet are greater, i.e. the Calgary area (06) 
and the Edmonton area (11). 


In the national parks (09) where outlets are restricted the gallonage approaches that of out- 
lets in Calgary and Edmonton. 


Source: Gasoline Marketing Enquiry Records. 
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NUMBER OF OUTLETS BY CENSUS DIVISION 
Alberta 1965 


Census 

Division Owned Leased Total 
01 56 42 98 
02 106 78 184 
03 68 82 100 
04 60 4 64 
05 111 32 143 
06 181 328 509 
07 126 25 LS 
08 151 70 22 
09 39 26 65 
10 197 56 253 
iit 257 329 586 
12 113. 11 124 
13 169 11 180 
14 49 19 68 
15 180 59 239 
Total 1,863 1,122 2,985 


Although there were 3,139 retail outlets in Alberta in 1965 only 2,985 were allocated above. 
The remaining 154 not accounted for include 83 off brand stations and 71 outlets of inte- 
grated oil companies. 


Source: Gasoline Marketing Enquiry Records. 


TOTAL RETAIL GALLONAGE BY CENSUS DIVISION 


Alberta 1965 


Census 

Division Owned Leased Total 
01 22336217 4,831,868 7,168,085 
02 4,395,658 9,310,040 13,705,698 
03 2,405,819 2,072,695 4,478,514 
04 1,901,209 694,427 2,595,636 
05 2,854,603 2,275,123 5,129,726 
06 12,818,687 52,666,437 65,485,124 
07 4,018,718 1,672,713 5,691,431 
08 6,614,372 7,693,030 14,307,402 
09 3,314,356 4,223,190 7,537,546 
10 5.913122 4,543,946 10,457,068 
11 19:777,710 53,656,349 73,434,059 
ily 3,863,900 886,359 4,750,259 
13 4,333,860 815,248 5,149,108 
14 2,604,901 2,889,942 5,494,843 
15 8,210,624 7,236,379 15,447,003 
Total 85,363,756 155,467,746 240,831,502 


Does not include the gallonage from 83 off brand outlets or from 71 outlets of integrated oil 


companies. 


Source: Gasoline Marketing Enquiry Records. 
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Census 
Division 
01 
02 
03 
04 
05 
06 
07 


Source: Gasoline Marketing Enquiry Records. 


Census 
Division 
01 
02 
03 
04 


Source: Gasoline Marketing Enquiry Records. 
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AVERAGE GALLONAGE SOLD BY LEASED RETAIL OUTLETS 


BY CENSUS DIVISION 


Number of 


Leased Retail 


Outlets 
42 


78 
32 


Gallonage 


Sold 


4,831,868 
9,310,040 
2,072,695 
694,427 
Pipe VN ae: 
52,666,437 
1,672,713 
7,693,030 
4,223,190 
4,543,946 
53,656,349 
886,359 
815,248 
2,889,942 
TE230,3729 


155,467,746 


AVERAGE GALLONAGE SOLD BY OWNED RETAIL OUTLETS 


BY CENSUS DIVISION 


Number of 


Owned Retail 


Outlets 


56 
106 
68 
60 
111 
181 
126 
151 
39 
197 
Zi, 
113 
169 
49 
180 


1,863 


Gallonage 
Sold 


2,336,217 
4,395,658 
2,405,819 
1,901,209 
2,854,603 
12,818,687 
4,018,718 
6,614,372 
3,314,356 
5,913,122 
19,777,710 
3,863,900 
4,333,860 
2,604,901 
8,210,624 


85,363,756 


Average 


Gallonage 
Per Outlet 


115,044 
119,359 
64,772 
173,607 
71,098 
160,568 
66,909 
109,900 
162,430 
81,142 
163,089 
80,578 
74,113 
152,102 
122,650 


138,563 


Average 
Gallonage 
Per Outlet 

41,718 
41,468 
35,380 
31,687 
25 fila 
70,821 
31,895 
43,804 
84,983 
30,016 
76,956 
34,194 
25,644 
53,161 
45,615 





45,821 


Page 663 


CHART 153 
COST OF A GALLON OF GASOLINE 


(cents per gallon in Calgary or Edmonton) 
1965 


(REGULAR GASOLINE) 


COST TO MOTORISTS COSTS | PRICES PROFITS 
wea 


39.9 - TO MOTORISTS 
TO OPERATORS: 


TYPICAL LESSEES 
OPERATOR'S - ( one-half cent loss ) 


COST OWNERS 
- (one cent loss ) 


8.1 cents 


31.8 - TO OPERATORS 





PROVINCIAL 
ROAD 
TAX 


12.0 cents 


TO MARKETING DIVISION: 


TO LESSEES ————— Likely 2 cents 
TO OWNERS ————_ Likely 4 cents 


@ 18.9- TO FARMERS 


MARKETING 


MARKETING 
COST 


7.2 cents 15.9 - TO COMMERCIAL CONSUMERS 





@ 14.5- TO WHOLESALERS WITHOUT REFINERIES 


13.2- TO WHOLESALERS WITH REFINERIES 


SB 1.9 FEDERAL SALES TAX [1 cent TO REFINING DIVISION; 
hd Zt = 
is ue M29 cents REFINING Up to one-half cent, depending 
ee COST upon refinery size 
ini z= 7.8 - CRUDE OIL 
TO REFINERS 
© CASH 
= TO PRODUCING DIVISION: 
= 7.8 cents EXPENDITURES sca saat J geal ta a 
SB FOR 16. 9% Rate of Return 
oe on Expenditures 


CRUDE OIL 


39.9 cents - TOTAL 
per gallon 
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CHART 154 
COST OF A GALLON OF GASOLINE 


(cents per gallon in Calgary or Edmonton) 






































































































































1968 
(REGULAR GASOLINE) 
PRICES e| COSTS COST TO MOTORISTS 
Ree ee di TO MOTORISTS — 44.9 
TYPICAL Z 
pas | 
Heed TOPERATOR’S 8.9 cents 
cents i 
COST a 
TO OPERATORS: 360 @ 
| PROVINCIAL 
15.0 15.0 cents Ee | 
cents ROAD - 
TAX i 
oO 
za 
= 
TO LESSEES us 
TO OWNERS 21.0 oo 
e = 
TO FARMERS 200 
MARKETING Wwrrers 
COST 
TO WHOLESALERS WITHOUT REFINERIES 14.7 @f,2:5,10 5-2 
TO WHOLESALERS WITH REFINERIES 13.4 cents 
2.1 cents | FEDERAL SALES TAX 2.1 2 
L] = 
REFINING ire. 
20 to 2.9 2.9 cents WW 
CRUDE OIL cents COST 
SEE TO REFINERS 4 
CASH 


EXPENDITURES 7.8 cents } 





3.0 to 3.6 FOR CRUDE OIL 


cents 


TOTAL - 44,9 cents 
per gallon 
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Approved and Ordered, 
(signed) J. PERCY PAGE 
LIEUTENANT GOVERNOR 


Edmonton, Tuesday, May 25th, 1965 


The Executive Council has had under consideration the report of the Hon- 
ourable the Minister of Industry and Development, dated May 18th, 1965, stating 
that: 


WHEREAS it is expedient to investigate the area of gasoline marketing in 
Alberta and in accordance with section 7 of The Industry and Development De- 
partment Act, being chapter 30 of the Statutes of Alberta, 1958, and amendments 
thereto, by the establishment of a Gasoline Marketing Enquiry Committee: 


THEREFORE, upon the recommendation of the Honourable the Minister of 
Industry and Development, the Executive Council advises that a GASOLINE 
MARKETING ENQUIRY COMMITTEE be and is hereby established with 
KENNETH A. McKENZIE, Q.C., of Edmonton as Chairman, ALLEN N. ROSE 
of Calgary and ARTHUR FITZPATRICK of Edmonton as Members, who are 
hereby empowered: 


(a) To enquire into the marketing of gasoline and petroleum products in 
Alberta; and 


(b) To consider the relationships between oil companies and service station 
operators; and all practices affecting or related to the marketing of gaso- 
line and petroleum products; and 


(c) To consider any other matter which in the opinion of the committee 
affects the marketing of petroleum products in Alberta; and 


(d) To report its findings and recommendations to the Minister of Industry 
and Development. 


The Executive Council further advises, upon the recommendation of the 
Honourable the Minister of Industry and Development, that the chairman and 
members shall be granted travel expenses and subsistence in accordance with sec- 
tion 3, subsection (2) (a) of the Regulations Governing the Payment of Subsist- 
ence and Travelling Allowances, same to be charged to Appropriation 2708, 
Treasury Department. 


(signed) ERNEST C. MANNING 
CHAIRMAN 
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CONDUCT OF ENQUIRY 


Chapter 53. PROCEEDINGS OF GASOLINE MARKETING ENQUIRY 
COMMITTEE 


(1) Commencement of Study 


Upon the appointment of the Committee, we decided to obtain as much 
benefit as we could from studies and enquiries into this subject which had been 
conducted by others. 


The Royal Commission on Gasoline Price Structure in British Columbia was 
in the final stages of its hearings. We accordingly travelled to British Columbia for 
the final sittings of the Commission and listened to counsel for the various parties 
sum up their respective arguments. 


After the conclusion of the formal hearings we arranged private meetings 
with some of the expert advisers who had worked with the B.C. Royal Commis- 
sion during the three years of its investigations. We obtained very helpful advice 
relating to the oil industry and the problems we would encounter from Professor 
A. Milton Moore of the Department of Economics, University of British Columbia 
who was Staff Economist for the Commission, from Dr. John H. Young, head of 
the Department of Economics, University of B.C. who was retained by the Com- 
mission to carry out a survey of retail service stations, from Dr. Ronald Shearer, 
Assistant Professor, Department of Economics, University of B.C. who was 
engaged by the Commission as an independent economist to examine the economic 
theory outlined in the briefs and the evidence, and Mr. Trevor Williams, C.A. 
partner of Peat, Marwick, Mitchell & Co., who had been retained to assist the 
Commission in relation to the accounting and financial aspects of the enquiry. 


We obtained copies of many of the briefs, submissions, exhibits and argu- 
ments which the Royal Commission had accumulated and a study of this material 
provided us with useful background information. 


The Committee did an extensive literature search which turned up a variety 
of publications relating to numerous aspects of the marketing of petroleum pro- 
ducts. Among the most comprehensive reports which we read from Canada, the 
U.S. and Britain respectively were the following: 

(1) The Restrictive Trade Practices Commission Report on an Enquiry into 
the Distribution and Sale of Automotive Oils, Greases, Anti-freeze, Addi- 
tives, Tires, Batteries, Accessories, and Related Products under the Com- 
bines Investigation Act to the Department of Justice in Ottawa which 
was published in 1962. This was a thorough investigation conducted over 
a seven year period and the report was 133 pages in length supported 
by an Appendix of 528 additional pages. 

(2) A Report to the Federal Trade Commission by its Staff On The Inter- 
national Petroleum Cartel. This report based on a three year study was 
378 pages in length and was submitted to the Subcommittee on Monopoly 
of the United States Senate in 1952. 

(3) The Monopolies Commission presented a report based on a five year 
study, to Parliament in the United Kingdom entitled “Petrol A Report 
on the Supply of Petrol to Retailers in the United Kingdom”. This 
report was prepared pursuant to the Monopolies and Restrictive Practices 
(Enquiry and Control) Act 1948 and was a very comprehensive study of 
gasoline marketing in Great Britain. 

With some background of the problems of marketing gasoline in other 
jurisdictions, the Committee then commenced to enquire into the marketing of 
gasoline and petroleum products in Alberta. 


(2) Information from Service Station Operators 


The Committee considered its first step should be to learn about the opera- 
tions, the economics, and the problems of service stations. Accordingly each 
member of the Committee individually interviewed a number of service station 
operators. Once each operator became aware that we had a genuine interest in 
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learning about his business and understanding his problems, we received the 
utmost cooperation. Books, accounts, invoices, and contracts were all made avail- 
able to us without the slightest reservation. 


Dr. John H. Young, head of the Department of Economics at the University 
of B.C. had been retained by the B.C. Commission to carry out a survey of retail 
service stations in his province. Wishing to benefit from his recent experience, 
before we got too deeply involved in our own study, we interviewed Dr. Young 
at length. The Committee accompanied Dr. Young to a sample area in North 
Vancouver which he had personally studied in considerable detail. We inspected 
every service station located in that sample area and Dr. Young outlined his con- 
clusions and the important problems as he saw them. He stressed the importance 
of having thorough and accurate information and that a large number of stations 
should be selected as a sample. 


As a result of our own interviews with service station operators and from 
the information provided by Dr. Young we were aware of a large number of 
problems, each experienced by some service station operators. In order to deter- 
mine the relative importance of these problems, and how commonly they occur 
we accordingly needed information from a large number of gasoline retailers. 


We spent considerable time in the preparation of a detailed service station 
questionnaire. Part I of the questionnaire contained 94 questions relating to various 
aspects of the service station business and Part II of the questionnaire required 
financial information such as payroll records, particulars of the costs and expenses 
of various kinds of products, and balance sheet information. We recruited and 
trained a number of competent interviewers whose job was to interview service 
station operators and to get each questionnaire completed as far as reasonably pos- 
sible. On the average each interview took approximately one full day, including 
call backs to obtain financial information and balance sheets, which were not 
always immediately available. The questions included in the questionnaire are 
shown in Table 172. 


There were approximately 3,100 retail gasoline outlets in the province and 
we decided that between 500 and 600 interviews should provide a representative 
sample from which reliable conclusions could be drawn. 


Service stations are located where the people are, so we were guided in our 
selection of sample areas by the population density of the province of Alberta 
which is shown on Chart 150. 


At the same time we considered that if we were to obtain a true picture of 
conditions within a community which constituted a competitive area, we should 
interview every gasoline outlet in that particular community wherever possible. 
This was possible and practical in all the towns and villages. Instead of interview- 
ing one station in each of five towns we decided to interview all the stations in 
one town. As long as we had enough towns or villages in each geographic or 
economic area of the province we considered this procedure would produce better 
information. 


In larger cities it was necessary to select a sample. However, from discussions 
with service station operators and with oil company marketing executives, it be- 
came apparent that a competitive area within a city can be defined with reasonable 
clarity. 

Service stations in a city are usually located along main arteries which are 
“the road to work” for large numbers of residents, or along main arteries which are 
“the principal access routes” to the city. A motorist leaves his home and gets onto 
the main artery which is his “road to work” and passes several stations along that 
artery which it would be convenient for him to use. These stations regard one 
another as their competitors and they lie within competitive areas which can be 
reasonably defined. For instance, in Edmonton 109th Street extending south from 
the High Level Bridge to the Martin Estate is such a competitive area. If you draw 
an elliptical line around that main artery to include those few service stations which 
are on tributary roads leading from residential developments to the main artery 
you have roughly outlined a competitive area. 
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CHART 150 


EACH DOT REPRESENTS 1000 PERSONS 
EXCEPT! 
EOMONTON - 311,804 
CALGARY - 294,924 
LETHBRIDGE’ - 36,722 
MEDICINE HAT- 25,271 
RED DEER - 24,446 


COMPILED FROM 1963 CENSUS OF CANADA 


EOMONTON 


PROVINCE OF 
ALBERTA 


POPULATION 
DENSITY 
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We outlined several such sample areas in the cities of Edmonton, Calgary, 
Red Deer, Lethbridge, Medicine Hat, etc., and interviewed 100% of the service 
stations within each such sample competitive area. We are satisfied that conditions 
in these sample areas are representative of the city as a whole. 


In order to interview a representative sample of the various categories of ser- 
vice stations in the cities, in large and small towns, on highways and in various 
areas of the province, 68 sample market areas were selected throughout the prov- 
ince. On the advice of oil company marketing specialists, each sample contained 
100% of the stations in the particular market area. Table 171 indicates the com- 
munities in which service stations were surveyed and the number of stations 
surveyed in each community. The geographical distribution of the locations in- 
volved is illustrated in Chart 151. 


It was obvious that highway service stations have characteristics which differ 
somewhat from urban service stations, in that they sell larger volumes of gasoline 
and generally place less emphasis on sales of merchandise or repair. Chart 152 
is a traffic flow map on which the width of the highway is in proportion to the 
average daily traffic. From this we selected a length of highway from each of 
five different highways. On each such length of highway we interviewed ten 
different service stations for our highway sample. 
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Table 171 
COMMUNITIES IN WHICH SERVICE STATIONS WERE SURVEYED 


Cities No. of Sample Areas No. Surveyed 
Cal ary pce mee ski ie sacnse otc eRe CE I Oc 6 83 
G@AMLOSC Ree Mictccier cc ee ee ee 1 9 
Edmonton: 2. te on ee ee. ee 5 82 
Grandew Prairiemer eer, Recto eee ioc sarc cceedetesassacosecssi 1 15 
eth brid gown errant wees ke te hehe ie atk, 1 28 
Medicine ® Elia Himes ee ee ahs el Lo 1 20 
IR Ede) ce rareee eee ne Pre tt co unten uadiocnataccie 1 20 
Motals NimbersolsRetaleOutletsysurveyedmeen aetna eee ee renee Di, 
Towns No. Surveyed 
BASSANO Mee ee ee ee ee A I I ccsccsvnasobboneok.ccccs 4 
Blacks Diamon digest ee eee ieee tet ace Noe SM ec 3 
IBV VinnaVeles? EARSr) 5). qonecandoccceccrotaneceo ete rete ean tn ae eee rs Semen 14 
IBYORS) USENET os asaxcnadconctnenee ee ee ey 2 ier: Mies Wf 
CAS LOTR ee ee ee LO AUN R LA Eee hint Be yc 7 
COLONATION MEM eee ee ine a he way neater tie aie a Oy 6 
EV CLS 71 eC en eee ME ts eee tne Shs rey Mt et mee ls Me atin el ae Csr oe ae 16 
TERE MOTSIR® Se. doe .dkLibnacbSaedebecesbcaahb be: SARE ae bn SRY AR ei, Neo RRs eg, “Ren, RA 4 
GANG @em tre mere ee es ae el ie eR ee cl 8 
SAUDYUEOT, cc otaanooasnadedceote e's ond Rtn tS Nea EMR eae een eee kaa en rn, Sanne 3 
[B EAVRGUII AY « , code bacco olendioe Manet cee ee Rn Ce a, (re 3 
ET IN LOT ee a ee oe as ey ee Pee re ni RB eM oe Mincmaiers 9 
be Ye): LEY DEY Te) see ater Site ac mncarncrcon ce oe ecrae nero EeREAEEETE CREE CoC En eT Te ee Se 5 
Mia er atime tee ana nts LMR deter, eee MCSA te nats facade cath tice ease teer nasser cae sutesamomtatenie Sy) 
IVE ATI) 2 eee eee te: | eT OUR SL tects t yarck oat aaeeas cabs Ral eas sursncooGnls nakten Seon 5 
Mayerthorpe meen cts. eese neat eer eect eS Be a ee ee ML cs oil 4 
IMICIZSri Tat Weer ee eS EM ae re necator aa Se aes ee ease actiete cs ort ad once asucted caatsodmeeds Dp; 
IN| 2 FOr ee ce ree ed eee Re es BS care ear A NR Moers 8 
Oh hs Mer rei een tre CR nS ite ANG dei ar se, ch alt Me ie mma Re Mo a, 5 
DY C1 ree e e e eEO eetao, MetcAr ori cee coe eid PM rete oes cele ves le hates wort 4 
IPCACe BIRT V CT erie Rr ie Mie ce ee tah ee tk cet ae Ais A, ok ae any Se ce 11 
Pictinem Bitte eee ere ee ce eee Mere n, Mee Mee, Ot ee Ue  Biliats Mbe o oe 4 
[Rita ko! aVevge Oi gate) eee eek er en ine Re OE et = RR cond ccc ECR Otter bias eee se ee 9 
Rockye Mountain  HOUSG) casi: c ssh ec Re ce ose see Mr caea eet te ot deen ese Lil 
SJollaG) RENE a nnrenas hero tne career Ee Amn OUI... se eeaien inc ARN RR aN | SO ae, Oe 3 
STAIR See secunag tet iatc ene eee RCE Eee Ee ae A nla OR en See ee ae en 16 
SULT GLI ae oe Pe areca ee ene cece oe eee MEETS. Merten EM NE Poo cecnsinenenlte Boy oe 5 
SHANE ML Uh coc a coe cineael cnt eo HE RE ARES OG Go Ee HER ah coca sh Bonen ERC SER SMEAR or ccinec 8 
RNOLD oe fae. MS Gone ohna ere SEaeh. eA RAR RRRNES SURE crs eed. a, oe ee, Sar Ts 
TR SE) We HUNK o85, Saree hat One ns SeeeeeECn: ee.  e  e eo. ae 5 
TOC ES DUN Ee Bese Bite near SR, Sek 57ers ae Se ne 6 
WAUSUIYD cho teee eae tee apnea tile, Se ne nn, A eee eee: Oe aneen Ae nc See Oe 6 
AV Vi] cr ae aie OE OT a MR ec as nceca sec cavanetenarneccare et ban: 5 
VV AI Wile ter MM coes.a nce es MeMerrcceee cc seaee te te eR oft nah dovcacsvgaaoaste V2 
Motale NumbermoLsnetatleOntletsesunveyed mre. at enn rrr cette tenn nena 230 
Villages No. Surveyed 
EX CLG aie eR nee ete Rum De ac di cee cba a ee cae widows Bocas oicixiontonlwomnans 1 
IBSARI OFAN 6c oaeeo douccteCencee ince a nee reeh, Ae, oh TE Oe a OE nee 7, 
PEXOMAGY? cider get Meech p acer tee S oe toate Mr RR, 9. lac socio ch eee PRE ERR coho PARE Sn BRR con 9 a et 22 
Cochrane aceite os oe cct es ae RE IMR Ee oe ain Mrcuiscttded actus anesvemorace 3 
CC OTISOLG Merete meee ees ec OD Nicaea cite cree OE ch Ms can edits oaiedubet ease 5 
TOC WENT | NR. csc eree ee etree oss ne ene ee: : MOS sk cvamencdbos Meveborteroatsas 3 
ES ers] ees tee oe aecra cas Re es Sgt one a Ns PREIS ose ce Meck ane sioeloieeibediaancabhs 1 
ORES UD UT may Sire oo oc UMM rs Sac og RS Se os sas Cok NMR ce oo etn oka aR csrewronce fui Orbit 6 
WIENS ice eater a Rec b. gaisc ne ROR ob URE EE aoeael xc oda bolic TUEREC re EERE ta... Mec ERE eaeeR 2 
ONO Way ae er es east eM RE ios cB sear cou moron 4 
IS CUTE ED eee tae a seater cient ac a ee a arte oc Meee atte airs MCS cee deaths tees anlis Milos ee 2 
ST UITCES Valley; 52... AMO ce eects se acc omg oe cae dcva eset Meas sackets Coo Sagano eerie ae 2 
\WATITTNeZe Veli erent eee octet ei tady Gece AN i Me. SORA, Sm, Sore, Me Meee ean 5 
MotaleNumber ot) Retally Outlets Surveyed «merce eet renters eee eaceere ee: 43 
Highways No. Surveyed 
EAT OT W AV ae NO cad resi tea ea occ aaNet suena ss SUPA ERNE Ne ire Re EAL MMR ht cee hee 8 
LTE WAV SIN ON Dito re os ta case Miia c acan MRC MRGNY cae escstecaises es git: « MU Re Ries oonete tise sgaaeee ste 10 
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CHART 151 


COMMUNITIES IN WHICH SERVICE STATIONS 
WERE SURVEYED 
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The highway samples are indicated by the heavy black lines on Chart 151 showing 
communities in which service stations were surveyed. 


The Committee is satisfied that the sample of gasoline retail outlets surveyed 
is reasonably representative of all geographic, economic and political divisions of 
the province and is representative of the various classifications of retail gasoline 
outlets throughout the province. 


CHART 152 


TRAFFIC FLOW MAP 
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TABLE 172 


Province of Alberta 
GASOLINE MARKETING ENQUIRY 
STRICTLY CONFIDENTIAL INFORMATION 


From Service Stations 


The purpose of this interview is to obtain factual information about service 
station operations, and to determine the nature and extent of any problems which may 
exist in the marketing of gasoline and related products and services to the motoring 
public. 

All information you give is strictly confidential . 

A summary of information from these questionnaires may be included in the 
report of our enquiry to the Government of Alberta, but the report will in no way 


identify any individual operator or station. 


Kenneth A. McKenzie, @.C., Edmonton - Chairman 
Arthur Fitzpatrick, P.Eng., Edmonton 


Allan N. Rose, Calgary 
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PART 1 





INTRODUCTORY QUESTIONS 


ihe Name of Station 
Address 
De Brand of gasoline sold 


PERSONAL PARTICULARS AND OPINIONS 


S). Name of person interviewed 
4, Position of person interviewed: Owner () 
Lessee UO 
Manager UL) 
Other O 
De How long have you been in charge of this station? (years) 
6. What did you do previously ? 
Occupation Firm Years 


he Why did you decide to (buy, lease, manager) this particular station? 


8. What information did you have about this station before you decided 
to (buy, lease, manage) ? 





Se How accurate did this information prove to be? 

10. How much education and training do you have: 
Academic 
Trade 
Technical 
Other 

Whe Would you recommend that most service station operators go through 

a formal training program ? 
Yes O 
No i) 
Not sure (1) 
If yes 12. What would be the subjects covered in such a program? 


13. Where would such a program be offered? 


14. When would the courses be given? 


Days O 
Evenings U 
Extension U 
Other oO 


15. How long should the courses be? 


16. Who should be the instructors? 
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17. Would you take such a series of courses? 
=m Yes 
No 

Not sure 


O 
O 
a 
Other 0 





18. Do you intend to make the service station business your lifelong 
career ? 
Yes 0 No 0 


Give reasons 


19. Do you intend to stay in this particular service station? 


Yes O No 0 
Give reasons 
20. If you were to leave the service station business, what sort of work 
would you do? 
21. _ How would your total take-home pay compare if you made such a 
change? More O 
Less O 
The same DO 


22. Are you a member of the Automotive Retailers Association? 
Yesou No O 


23. Besides this station are you in any other business ventures? 
Yes O No O 


If yes Specify: 


24. What percentage of your income comes from the service station 
business? 


25. Hours of work by owner or lessee: 


(a) On the average, how many hours a week have you worked at your 
business during the year 1965? 


(b) Has this total increased or decreased in the last 5 years? 


(c) Does your wife work full or part-time on your business? 


Yes 0 No O 
(d) If yes, how many hours a week? 
26. How station is held: 


(a) leased from oil company 

(b) owned by operator 

(c) leased from other than oil company (specify) 

(d) owned by oil company and operated by employee 
(e) other (specify) 


EME Es CC) 
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27. Primary category of outlet: 


(a) ordinary service station OR oO 
specia 


category, (b) highway service station 
such as (c) shopping center service station, operated by major retailer 
(d) car wash service station 
(e) parking structure service station 
(f) car dealer with gasoline pumps 
(g) garage with gasoline pumps 
(h) coffee shop, store or other business with gasoline pumps (specify) 0 


Ci ia i) 


(i) bulk dealership O 
(j) other (specify) O 
28. Description of station: lot size 
building size 
number of islands 
number of hoses 
number of bays 
29. Sketch showing service station and property layout. 
30. Sketch showing immediately adjacent area and businesses. 
31. Sketch showing station location in relation to competitive stations 


and major arteries. 
31(a).What percentages of your gasoline business comes from: 


(a) people living in the adjacent residential area. 

(b) people shopping or working in the adjacent commercial, business 
or industrial area. 

(c) passing traffic on city or highway artery. 

(d) other. 


32. What was your annual gallonage in each of the following years: 
1965 
1964 
1963 
1962 
1961 


33. How many gallons did you sell at this station: 
(a) in your best month 
(b) in your worst month 


34. What are your hours of operation: 
Weekdays (a) a.m. to p.m. 
Sunday (b) a.m. to p.m. 
OR (c) 24 hours every day O 
35. What are your busy and slack periods during the day? 
36. What percentage of daily gallonage is pumped during your busy period? 
37. Could your station handle more customers during the periods of each 


day that you classify as busy periods? 
Yes O No O 
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38. Do you lose substantial gallonage at any time of the day because 
customers have to wait? Yes 0 No O 


39. What was the average daily gallonage you sold last year? 


1965 gallonage 
number of days open = 


40. What was the maximum number of gallons you have ever sold on 
one day? 


41. What special working arrangements (if any) were made that day to 
handle this maximum volume? 


42. Do you have a day when you are open and some or all of your 
competitors are closed (e.g. Sunday rotation)? 
Yes O NoO 


(a) If yes - what is maximum gallonage you have sold on such a day? 
(b) If no - what gallonage do you estimate you could sell on such a day? 


43. If some competitors in your area were closed making more customers 
with the same buying habits available to your station, estimate the 
maximum gallonage per day your station could handle without reducing 
the existing quality of service to customers. 


(a) with no changes in staff, hours worked, hours open, or physical 
facilities. 

(b) by increasing staff, adding pumps, and improving facilities and 
service to such extent as is reasonably possible having regard 
to all circumstances including the laws of your locality. 


44. On the average, how many customers per day do you serve with 
gasoline? 


45. What is the average number of gallons that each customer purchases? 


46. Estimate the maximum number of customers you could handle with no 
changes in staff, hours worked, hours open, or physical facilities. 


47. With how many stations are you in direct competition? 


48. Could fewer stations handle the gas and services required by the 
public in the area in which you compete? 


YesO No O 





If yes 49. Estimate how many of these stations could close without reducing the 
quality of service available to individual customers. 





50. For what percentage of your customers do you provide the following 
free services? (Percentage applies to total number of individual 
gasoline purchases.) 


Windshield wiping % 
Water, battery and oil checks % 
Check tires % 
Other Y%. 
51. If you didn't perform these free services by how much could you 


reduce your labour requirement? 
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QUESTIONS APPLICABLE TO STATION LEASED 
FROM OIL COMPANY (OR FROM OTHER LANDLORD) 


52. Estimate market value of landlord's fixed assets: 
Value of land 
Value of buildings 
Other assets leased from landlord 


Total fixed assets: 


53. What is your rental rate: fixed monthly rent 
Gallonage rent, cents per gallon 


54. What was your average monthly rent paid in 1965? 
55. Is your lease: (a) month to month 1 

(b) year to year ‘ie 

(c) longer (specify) O 


56. At what notice can your lease be terminated: 





By oil company or landlord By you 
(a) 24 hours D Oo 
(b) 7 days 0 oO 
(c) 10 days O f@ 
(d) 15 days ial el 
(e) 30 days O a 
(f) other (specify) Oo fal 


57. Do you have a dealership agreement with your oil company providing 
for the purchase of its petroleum products? 





Yes No 
If yes 58. Would a violation of your dealership agreement be a violation of your 
lease entitling the oil company to terminate your lease? 
Ves iia No OU 
59. Has your rent changed since you became the operator of this station 
YesU No 0 
If yes 60. How many times has your renf changed? 
61. Did rent changes occur: (a) on expiration of lease O 


(b) during term of lease O 


62. Give particulars of all rent changes: 


Average monthly Reasons given 
Cents per Gallonage at time for requesting 
Date Monthly Rent Gallon — of rent change change 





QUESTIONS APPLICABLE TO STATION 
OWNED BY OPERATOR 


63. Do you sell gasoline under your oil company's brand name? 


Ves) ial No O 
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64, 


65. 


66. 


67. 


69. 


70. 


7A\e 


Tat 


73. 


74, 


Does your oil company provide your customers with credit card 


facilities? YesO No O 
Has your oil company extended credit to you to enable the purchase 
of: Yes No 

(a) gas 0 Oo 

(b) T.B.A. O a) 

(c) other (specify) O oO 
Have you borrowed money from the oil company that supplies your 
gasoline? Yes O No 0 
Has your oil company assisted you to purchase equipment? 

Yes O No 0 

Was any of the credit extended to you by your oil company 
secured by: Yes No 
(a) a land mortgage O O 
(b) a chattel mortgage 0 O 
(c) an undertaking from you to O O 


buy one or more products 
of the oil company 

(d) any other undertaking Do OD 
(specify) 


Have you agreed to buy from your oil company any of the following 
products until your indebtedness is repaid? 


Yes No 
(a) gas Oo Oo 
(b) T.B.A. O O 
(c) other (specify) oO oO 


Have you the right to prepay the indebtedness in full whenever you 
wish? Yes O No O 


Do you require the consent of the oil company to sell your station? 
Yes O No 0 


Do you have a dealership agreement with your oil company which 
restricts or limits any products you may buy or sell or which re- 
quires you to buy such products from your oil company? 

Yes O No O 


If yes, specify restrictions or limitations. 


At what notice can your dealership agreement be cancelled? 
By Company By You 


Has your oil company ever suggested it was considering or would 
consider termination of your dealership agreement ? 


Yes O No O 


If yes, give particulars. 
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GENERAL QUESTIONS RESPECTING 
OIL COMPANY CONTROL 


75. Has your oil company ever asked your station to change its open 


hours? Yes No 
Increase 0 O 
Decrease O O 
76. Have you been asked to provide financial statements to your oil 
company ? Yes O No O 
Do you? Yes O No O 


77. Are you on commission consignment ? 
Yes 0 No 0 


78. Were you on commission consignment? 


Yes U No O 


79. Do you have any objections to the commission consignment 
arrangement? Yes U No 0 


If yes, specify. 


80. What free painting, advertising, training, etc., have been pro- 
vided by the supplier company in the last 5 years? 


81. Do you contribute toward the cost of advertising your oil company's 
products? Yes UO No 


If yes, give particulars. 





82. Gas pricing: Now October 1965 May 1965 
Retail ee 
(a) Premium, Purchase 
Margin 


Retail 


(b) Regular, Purchase 
Margin 
Retail 

(c) Diesel, Purchase 
Margin 


83. About what percentage of your gasoline business is handled with: 


(a) Credit cards % 
(b) Cash % 
(c) Charge Accounts % 


85. Specify from what source you buy each of the following products: 


Your Brand Supplier Suggested Independent 
Oil Company by Oil Company — Supplier Chosen 
by you 
Oil B oO oO 
Tires fal o ia 
Batteries ia oO @ 
Accessories ia fd fl 
Antifreeze Oo im im 
Other oO ia oO 
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86. 


Sie 


88. 


89. 


90. 


91. 


93. 


94. 
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Compare the prices you pay the oil company or the supplier 
suggested by your oil company with the prices you would pay for 
similar items to independent suppliers. 


Lower Same Higher Comments (if any) 
Oil U 
Tires a O a 
Batteries Oo (el O 
Accessories O fa] O 
Antifreeze O 2 O 
Other O io O 


Compare the service received from your oil company or the 
supplier suggested by your oil company with the service available 
from other suppliers. 








Better Same Worse Particulars 
Oil | O O 
Tires im a i 
Batteries oO O oO 
Accessories oO fel im 
Antifreeze oO oO rE 
Other fa O O 


Do you have the same privileges to exchange or return unsold 
items to your oil company or the supplier suggested by your oil 


company that you would to other suppliers of similar products? 
Yes O No O 


Do you buy or order goods offered or suggested by your oil company 
that you would prefer not to handle or otherwise would not take? 
Yes O No O 


PROBLEMS AND SOLUTIONS 


In general, what are the biggest problems facing your service 
station today ? 


Specify problems in order of importance. 


In general, what are the biggest problems facing the service 
station business? 


What solutions do you suggest for these problems? 


General observations by interviewer. 
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100. Including yourself, describe for each person employed 
his position, duties, hours of work and eamings under 
the following headings. 


Description PERCENTAGE of time worked at 
of position ~~ different duties 


Merchandise Sales 


Selling tires, batteries, 
aioe or other mer- 
chandise and equipment 
Labor to install merchan- 
dise 


















Petroleum Sales Administration 






















| Oil Changes 
ed. Gear oil 

| Transmission 
oil 


Clean up, | Administro- 
Shop Main- | tion and mis- 
tenance cellaneous 











Fa 
a 
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101. Including yourself, calculate for each person employed 
the part of his annual earnings to be charged under each 
of the following headings. 


of position 


Repair 
Petroleum Sales Merchandise Sales Operations 


Percent- Annual Percent- Annual Percent- Annual 
age of = eamings age of eomings age of earnings 
time X of man = Amount time X ofman = time X ofman = 





















































Merchandise Sales i Administration, 
‘ond Installation Clean-up and 
Labour Miscellaneous $ 
—————— a —- ae) Labour 
102, Labour 
Sales of Labour 
Cost of Labour to Customers 
Tenter fram Section 101) rom Financial Statements) 
Petroleum Products Sales Labour . 
Merchandise Sales and Installation Labour a 
Repair Operations Labour 
Administration, Clean up, Maintenance and Miscellaneous Labour Nil 
TOTAL 


* Include only labour charged to customer for installing 
petroleum products, e.g. engine oil, gear oil, and 
transmission oil. 

Bs Include only labour ch: to customer for installing 


merchandise and equipment, e.g. tires, batteries, 
and antifreeze. 
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103. PETROLEUM PRODUCTS SALES 





Cost of 
Labour 
Excess of for Pe- 
Total Total Sales Over | troleum 
Items Sales - Purchases = Purchases Sales 
Gasoline (use total 
- from Sec- 
al | tion 101) 
104. MERCHANDISE AND EQUIPMENT SALES AND 
INSTALLATION (excluding repair parts) 
Excess of Cost of 
Total Total Sales Over Labour to 
Items Sales - Purchases = Purchases Sell and 
5 Install 
Tires & Tubes Manhane 
Batteries | dise 
Antifreeze (use total 
from Sec- 
Accessories ee ee ee ee tion 101) 
Other over 


counter sales 





105. REPAIR OPERATIONS 
Excess of Cost of 


Sale of Labour 
Charged to Cus- 
tomer for install- 
ing engine oil, 
gear oil or trans- 
mission oil 

(enter from 
Section 102) 


Sale of 
Labour 
Charged 

to Customer 
for Install- 
ation 


(enter from 
Section 102) 


eee to 
Customers 


(enter From 


Section 102) 


Petroleum Products Sales 
(Excess of Sales over Purchases) 


Labor for Petroleum Sales 
(net cost (or) profit) 


Profit (loss) from Petroleum Sales 


Merchandise Sales 
(Excess of Sales over Purchases) 


Merchandise Labor 
(net cost (or) profit) 


Profit (loss) from Merchandise and 
Equipment Sales and Installation 


Repair Parts Sales 
(Excess of Sales over Purchases) 


Repair Labour 
(net profit (or) cost) 


Profit (loss) from Repair Operations 


GROSS PROFITS FROM PETROLEUM, Sroanere AND REPAIRS 


Total Total Sales over Repair 
Items Sales - Purchases = Purchoses | Labour _ 
Repair parts (use total 
sold from Sec- 
| tion 101 
—— SS SSS | 
106. Profit from Petroleum Sales (Section 103) $ 


Profit from Merchandise and Equipment Sales and 
Installation (Section 104) 


Profit from Repair Operations (Section 105) 
Income from other associated business (if any) 


Specify: 


Gross Profit 


Cost of labour for Administration, Clean up, 
Maintenance, Miscellaneous (Section 101) 


Rent 

Depreciation 

Service Station Expenses (not including labour 
or rent) 

Costs of other associated business (if any) 
Specify: 


Total 


Net Profit 


Comments on the accuracy of the data in Part II: 


a) Net profit after drawings shown by operator's financial statements 


b) Drawings of operator shown in financial statements 


c) Estimate by operator of his actual earnings over accounting period 
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(3) Information from Oil Companies 


The Committee expected that when its interviews with service station oper- 
ators were completed it would have some understanding of the operations and the 
problems of service station operators. In order to obtain the oil company point 
of view we proposed to submit a series of questionnaires to oil companies. 


Preliminary to doing so we held a number of meetings with the senior execu- 
tives of each oil company engaged in marketing in the province of Alberta. We 
outlined our proposed plan of procedure, requested their cooperation, and asked 
each company to designate one executive through whom all our requests for in- 
formation could be funnelled. 


In British Columbia Professor Milton Moore had been largely responsible 
for preparation of the questions submitted to the oil companies in connection with 
their Royal Commission. We had a copy of these questions which we had the 
opportunity of reviewing with some of the B.C. economists. We also had the op- 
portunity of discussions with Mr. Trevor Williams, C.A. the Commission account- 
ant who had compiled and analyzed the data resulting from the oil company 
questionnaires in British Columbia. 


In the Alberta enquiry the emphasis was on relationships between oil com- 
panies and operators, rather than on price structure as was the case in B.C. 
Instead of dealing with all problems in one questionnaire, as B.C. had done, we 
hoped to ask questions progressively so that our knowledge would be increased 
by having available the answers to earlier questions, before asking subséquent 
ones. This hope did not work out as well as anticipated due to the lengthy time 
required by the oil companies to prepare their replies. 


During 1966 and 1967 a series of twenty-two questionnaires were mailed at 
intervals to the following eleven oil companies marketing in Alberta: 


Imperial Oil Limited 

British American Oil Company Limited 
Royalite Oil Company Limited 

Texaco Canada Limited 

Shell Canada Limited 

Pacific Petroleums Limited 

Husky Oil Canada Limited 

Federated Co-operatives Limited 
Standard Oil Company of B.C. Limited 
Mohawk Oil Company Limited 

U.F.A. Co-operative 


The 121 questions included in the questionnaires were designed to elict in- 
formation to complement the service station study. They covered a variety of 
subjects particulars of which are shown in the questionnaires, reproduced as Tables 
173 to 194. 
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TABLE 173 
Province of Alberta 


GASOLINE MARKETING ENQUIRY 


Information From Oil Companies 


The purpose of this study is to obtain facts and informed opinions concerning 
the business of marketing gasoline and related products and to determine the nature and 
extent of any problems which may exist in this business. 

It is not the intention of the Enquiry to disclose or identify individual prob- 
lems, practices or opinions of any specific oil company, person or business. However, 
from these questionnaires and other sources, statistical data may be developed, facts 
may be compiled and summaries made on which to base conclusions in the report of the 


Committee to be made to the Government of Alberta. 


Kenneth A. McKenzie, Q@.C., Edmonton - Chairman 
Arthur Fitzpatrick, P.Eng., Edmonton 


Allan N. Rose, Calgary 
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QUESTIONNAIRE 1 


Name of Oil Company 





State number of retail outlets in Alberta in each of the following 
catagories which sold the company's brand of gasoline in 1965. 


(a) Outlets operated by lessee from Oil Company. 
(b) Outlets operated by Oil Company employees. 


(c) Outlets operated by independent dealer financed by Oil 
Company. 


(d) Outlets operated by independent dealer not financed by 
Oil Company . 


(e) Other outlets. 
Total retail outlets in Alberta. 


State number of bulk stations in Alberta in each of the follow- 
ing categories which sold the Company's products in 1965. 


(a) Outlets operated by lessee from Oil Company. 
(b) Outlets operated by Oil Company employees. 


(c) Outlets operated by independent dealer financed by Oil 
Company . 


(d) Outlets operated by independent dealer not financed by 
Oil Company . 


(e) Other outlets. 


Total bulk outlets in Alberta. 


TABLE 174 
QUESTIONNAIRE 2 


General Rental Policy 
Name of Oil Company 





What factors does your company take into consideration in fixing 
the rental to be paid by a lessee of a service station from your 
company ? 


In your service station leases, is the formula for the rent your com- 
pany charges to its lessees generally expressed in: 


(a) dollars per month 

(b) cents per gallon 

(c) a percentage of gross revenue from the 

station 

(d) a combination of two or more of the above 
(give particulars) 

(e) some other manner 
(give particulars) 


Perce 60) 
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6. List and explain the various rental formulae used by your company 
(the list should be in order of most frequent usage, the most fre- 
quently used being listed first). 


Te In service station leases, do you generally attempt to obtain a per- 
centage return on your invested capital ? 


YesO NoO 


If yes, (a) what percentage return on invested capital is your 
objective? 
(b) in what percentage of your stations has this objec- 
tive been attained? 


8. In general, does the capital you invest in a service station have a 
bearing on the rent charged by your company for that service statior 


Yes O No O 


If yes, outline your company policy as to any relationship between 
capital invested and rent charged. 


oF State your company's policy with respect to the rents it charges 
for its service stations, as related to gallonage of gasoline sold, 
gross revenue from the station and other factors considered in 
fixing the rent to be charged to the lessee. 


TABLE 175 


QUESTIONNAIRE 3 


Name of Oil Compeny 
1965) 1964. 1963 RISE 2 eT ISCli I9GO Re I959em 958 P1957 11956 


10. Total number of lessees of service 
stations from your company. 


Il. Total number of lessees whose 
leases of a particular station 
terminated for any reason. 


12. Percentage of terminations, 
(that number of lessees whose 
leases terminated in a year 
bears to total number of 
lessees in that year). 
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TABLE 176 
QUESTIONNAIRE 4 
Number and Trends 


For purposes of this questionnaire:- 


(a) "Independent" means a retail outlet not owned directly or indirectly 
by the oil company and not held by the oil company under lease; 


(b) "Financed" means the oil company has directly or indirectly advanced 
or caused to be advanced monies to a retail outlet, secured by a mort- 
gage on the lands, buildings or improvements comprised in the outlet. 


Name of Oil Company 


13. State number of retail outlets in Alberta in each of the following categories 
which sold in the company's brand of gasoline in each of the years indicated. 


196502 1960 91955: ,h4950 


(a) owned by oil company directly 

(b) owned by oil company indirectly 
(through a subsidiary associated, 
related or affiliated company or 


otherwise) 


(c) held by oil company under lease 
(directly or indirectly) 


(d) independents. financed 


(e) independents, not financed 





Be State gasoline gallonage sold by retail outlets in Alberta which sold the Com- 
pany's brand of gasoline in each of the following categories in each of the 
years indicated. 

(a) by outlets owned or held under lease by oil company directly or indirectly: 
1965 1960. 1955. 1950_ 
(b) by independents, financed: 
1965. 1960, 1955 1950, 
(c) by independents, not financed: 
1965 1960 1955 1950 
1. In case of independent outlets which sold the company's brand of 


gasoline in 1965. 


(a) how many were financed? 
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(b) how many had entered into a product agreement, 
dealership agreement, franchise agreement or 
other similar agreement providing, as a general 
rule for the purchase of petroleum products from 
your company exclusively? 


(c) how many were indebted to you in connection 
with the purchase of chattels or equipment se- 
cured by chattel mortgages? 


(d) how many had no indebtedness to you (other than 
for products purchased from you when no security 
was taken)? 


16. How many outlets has your company purchased from independent 
operators from January Ist, 1950 to December 30th, 1965? 


Re How many outlets has your company sold to independent operators 
from January Ist, 1950 to December 30th, 1965? 


TABLE 177 
QUESTIONNAIRE 5 


Name of Oil Company 





18. What procedure to you generally use in recruiting and selecting 
lessees for your stations? (Please illustrate by a typical example.). 


ee What training, experience and personal qualities do you look for 
in a prospective lessee? 


20. On what basis do you reject a prospective lessee? 


74 We Outline the operating capital and financial equity that you usually 
require a prospective lessee to have. 


225 Do you provide a training programme for new lessees? 
Vessels Nowe 
If yes: 
(a) average duration of formal training programme. 
(b) course outlines 
(c) list subjects taught and hours of training 
on each 
(d) average size of class 
(e) describe follow-up on the job instruction 
(f) other comments 
(g) how many of your new lessees have attended 


such training programmes during 1965? 
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23. Do you provide training programmes for existing lessees? 


YesO NoO 
If yes: 
(a) duration of the formal training 
(b) course outlines 
(c) list subjects taught and hours of training on each. 


(d) describe follow up on the job instruction 
(e) average size of class 
(f) other comments 


(g) how many existing lessees took such training in 
1965? 


24. Give the following particulars relating to your training personnel: 
(a) name of each instructor 
(b) qualifications of instructor 


(c) number of days spent by instructor in 1965 instructing 
in formal training programme. 


rhe In what ways (if any) would your company like to improve training 
for lessees, i. e. 


(a) who should attend 

(b) — what should be taught 

(c) who should be the instructors 

(d) when should it be given 

(e) how long should the training be 

(f) where should the training take place 


(g) other comments 


TABLE 178 
QUESTIONNAIRE 6 


26. In the case of each service station built or financed by your com- 
pany (or by a subsidiary associated, related or affiliated company) 
since January Ist, 1956, which was not being operated as a service 
station at December 3lst, 1965, please prepare a "Service Station 
Closure Report" in the following form setting out the information 
indicated. 
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SERVICE STATION CLOSURE REPORT 


Name of Oil Company 





Name of station 

Complete address of service station: 

(a) Street address and town or city 

(b) Legal description (if no street address) 
(c) Highway No. (if any) 

Number of years service station was operated 


List the following particulars about each operator who operated the 
station at any time between the above dates, showing: 


Designate whether Duration of operation 
operator was lessee, of station by operator 


employee of oil com- 


Name of Operator pany or owner. Years Months 


State gasoline gallonage sold each year during the years station was 
operated. 


Year Gallonage Sold Year Gallonage Sold 


Did gross sales during operational life of station and rental received 
enable oil company to recover it's investment in that station? 


List Oil Company reasons for closure of station. 


List assumptions made by oil company on which the decision to 
build or finance station was based which were incorrect or fail- 
ed to materialize in whole or in part. 


Other comments. 


TABLE 179 
QUESTIONNAIRE 7 
Name of Oil Company 
For different types of service stations as you would categorize 
them, state as a general rule the sales ratios or relationships 
between: 
(a) the number of gallons of gasoline sold; 


(b) the volume of oil sold; 


(c) the dollar volume of other merchandise sold, 
including tires, batteries and accessories; 


(d) the dollar volume of repair business. 
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Category of TAB Aa& 
Station Gasoline Oil Merchandise Repair 


Normal Urban 
Station 


Nighway Station 


(specify category) 


(specify category) 


28. What is the minimum potential gasoline volume for which your Com- 
pany would consider building a standard service station with two 
pumps and two bays. 


oo What is the maximum volume that a busy, efficiently run service 
station, with two pumps and two bays could reasonably handle in 
the opinion of your company, without increasing its physical 
facilities. 


T.B.A. & 


Gasoline Oil Merchandise Repair 


(a) if open 12 
hours per day 


(b) If open 24 
hours per day 


30. To induce your Company to provide a Lessee with an additional pump 
island and two pumps. 


(a) what volume of gallonage would you expect him to 
have obtained through his first pair of pumps. 


(b) What is the minimum potential additional gallonage 
that you would expect him to handle with the add- 
itional pumps. 


(c) State other considerations 


Sie To induce your Company to provide a Lessee with an additional ser- 
vice bay. 


(a) What dollar volume of business would you expect him to 
have attained through his existing bays. 


Ce 


(b) What is the minimum potential dollar volume of business 
that you would expect him to handle with the additional 
bay. 


ee | 
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32. 
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(c) What gasoline gallonage would you expect him to have 
attained 


Ce ee ry 


(d) State other considerations. 


TABLE 180 
QUESTIONNAIRE 8 


In the case of each lessee who ceased being a lessee of a par- 
ticular service station from your oil company during the years 
1961 to 1965 inclusive, please prepare a "Service Station Lease 
Termination Report" in the following form setting out the infor- 
mation indicated. 

SERVICE STATION LEASE TERMINATION REPORT 
Name of Oil Company 


1. Full name of lessee terminated 


2. Last known address of lessee terminated (preferably residence 
address) 


3. Name of station 
4. Complete address of service station: 
(a) Street address and town or city 
(b) Legal description (if no street address) 
(c) Highway No. (if any) 
5. Date lessee commenced to operate service station 
6. Date lessee ceased to operate service station 


7. Oil company's best estimate of amount invested by lessee on 
commencement 


8. Oil company's best estimate of amount realised by lessee upon 
termination 


9. State gallonage sold by service station each month for the 12 
months immediately prior to termination. 


GALLONAGE FOR MONTH 


Month preceeding tesmination 
Two months preceeding termination 


Three months preceeding termination 


| 


Four months preceeding termination 


Five months preceeding termination 
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33. 


34. 
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GALLONAGE FOR MONTH 


Six months preceeding termination 





Seven months preceeding termination 
Eight months preceeding termination 


Nine months preceeding termination 


| 


Ten months preceeding termination 


Eleven months preceeding termination 





Twelve months preceeding termination 





State oil company's best estimate of operator's net income for the 12 
month period immediately prior to termination 





Was operator's dissatisfaction with his net income apparently one of the 
causes for termination. 


Yes O No. O 


List other reasons given by operator for termination. 


State oil company opinion of service station, its location and economic 
prospects. 


State oil company opinion of qualifications, ability and attitude of 


operator who ceased to be lessee. 


State oi! company opinion re causes for termination of lease. 


Did your company assist this lessee to re-establish in other 
employment. 


Yes O No O 
If yes, give particulars. 
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QUESTIONNAIRE 9 
Name of Oil Company 


Give particulars of the sale of each refined petroleum product sold 
in Alberta by your company during 1965 as follows; 


Name Unit of 1965 sales Total Dollar Average 
of Measure volume (thou- amount of 1965 sales* Sale Price * 
Product (gals Ibs.) sands of units) (in thousands) Per Unit 


*(Net to oil company excluding Federal Sales Tax & Alberta Road Tax) 


Give particulars of your posted tank truck prices at Edmonton in cents 


per gallon as follows: Jan. | Dec. 3] 
19651965 


(a) posted dealer tank truck price 

(b) posted commercial consumer tank 
truck price 

(c) posted other consumer tank truck 
price. 
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30% During 1965 at each place throughout the province did the same differ- 
ential exist at all times between the three posted tank truck prices, 


namely: 
YES NO 
posted dealer truck price O OD 
posted commercial consumer tank truck 
price O O 
posted other consumer tank truck 
price OD 0 
If not, give particulars. 
36. Give particulars of gasoline sales of your company in Alberta during 1965 as 
follows: 
Type of Sale - 1965 % of Total Dollar Average Sale 
Volume 1965 Amount of Price 


(Thousands Gasoline 1965 Sales per 


of gallons) Volume (jin Thousands)* Gallon* 


(a) Sales based on dealer posted tank truck 
price to dealers or resellers at retail 
selling your brand of gasoline. 


(b) sales based on commercial consumer posi- 
ed tank truck price to commercial or ind- 
ustrial accounts, governments, etc. 


(c) sales based on other consumer posted tank 
truck price, to farmers, etc. 


(d) sales based on tendered or negotiated prices 
to off branders or wholesalers for resale, etc. 


(e) sales to and exchanges with other major oil 
companies who operate brand name service 
stations. 


(f) other sales f.o.b. the refinery (if material, 
give descriptions or classifications of pur- 
chasers) 


* — (Net to oil company, excluding Federal Sales Tax and Alberta Road Tax) 


37. Give the total number of commercial consumers in Alberta to whom your company 
sold gasoline during 1965. 


38, Give the total number of off branders and wholesalers to whom your company sold 
gasoline during 1965. 


TABLE 182 
QUESTIONNAIRE 10 


Name of Oil Company 


39. Categorize your bulk stations in Alberta according to the types of con- 
tracts with the various categories of operators, designate the number of 
operators in each category during the year 1965, describe the nature of 
the relationship between the oil company and each category of oper- 
ators and supply three (3) blank copies of each standard form of contract. 
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40. How many operators of your bulk stations are remunerated primarily :- 
(a) as employees by wages or salaries;- 
(b) as agents by commissions on sales or 
deliveries of petroleum products and 
other merchandise. 
(c) as purchasers of petroleum products 
and other merchandise for resale at 
such mark-up as they may fix 
(d) by other methods (give particulars) 
4). In the case of commissions paid on sales or deliveries of gasoline give par- 
ticulars in each case of the most common rate of commission and the range 


of rates in cents per gallon. 


Most Common Range of Rates 





Rate From To 
(a) to farm distributors for sales to farmers. 
(b) to other bulk station operators for sales 
to farmers. 
(c) to bulk station operators for supplying 
assigned accounts of the oil company 
such as service stations, garages, comm- 
ercial users, etc. 
(d) to bulk station operators for supplying 
contract buyers from the oil company 
such as road contractors, drilling con- 
tractors, etc. 
42. What was the gross amount your company paid in commissions to 
your bulk station operators in Alberta, including farm distributors, 
during 1965:- 
(a) for sales of petroleum products 
(b) for sales of fertilizer and farm chemicals 
Total 
43. ls a bulk operator or farm distributor who is remunerated for his sales 
on a commission basis normally charged for the price of the - 
YES NO 
(a) petroleum products delivered to him O O 
(b) fertilizer and farm chemicals delivered to 
him. O O 
44, Outline your company policy on extending credit to your bulk dealers and 


farm distributors. 
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45. In the case of a bulk operator or farm dealer who sells to a farmer on 
credit, who normally grants the credit to the farmer. 


The Oil The bulk oper- 


Company ator or farm 


distributor 
(a) in the case of petroleum products O oO 
(b) in the case of fertilizer and farm chemicals ta O 
46. How much did your bulk operators and farm distributors in Alberta owe your 


company for merchandise including petroleum products, fertilizer and farm 
chemicals as of the following dates: 


30 June 65 30 Sept. 65 31 Dec. 65 
47. Give the total amount of book debts assigned to your oil company by 
its bulk operators and farm distributors in Alberta as of the following 
dates: 
48. From how many of your bulk dealers and farm distributors did you 


have assignments of any or all of their accounts receivable to your 
oil company in 1965? 


49 Is a bulk operator or farm distributor who operates a bulk plant 
owned by the oil company normally charged rent for premises 
from which he operates? 


YES SNO® 
O OD 
50. Outline the initial investment and the operating capital that you 
usually require a prospective bulk operator or farm distributor to 
have. 
ile Are your bulk operators and farm distributors who are remunerated for 


their sales on a commission basis normally expected to acquire and main- 
tain their own trucks and truck tanks? 


YESeagNO 
a O 
O24 Having regard to the many variables such as tank truck capacity, tank 


truck investment, annual volume of deliveries by the tank truck, nature 

of the area and the market served, etc., do three calculations to illus- 

trate the range of delivery costs per gallon including cost of loading and 
un-loading incurred by your bulk operators and farm distributors. Select 
three (3) of your bulk outlets as follows: 


(a) one with a low volume in a poor sparsely populated area; 


(b) one with average volume in an area with an average population 
density and conditions; 


(c) one with a high volume in an unusually favorable situation. 
Outline the relevant facts existing in each of these outlets and for each 
calculate the delivery cost per gallon of the particular bulk operator or 


farm distributor as the case may be, showing particulars of your calcula- 
tions. 
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TABLE 183 


QUESTIONNAIRE 11 
33. In the case of each service station which was occupied by a lessee 
from your Company during 1965, please prepare a "Service Station 


Rental Report" in the following form setting out the information 
indicated. 


Service Station Rental Report 


Name of Oil Company 





Le Name(s) of lessee(s) of station from oil company in 1965. 
De Name of service station. 
3. Complete address of service station: 


(a) street address and town or city 
(b) legal description (if no street address) 
(c) Highway No. (if any) 
4, Indicate how oil company holds service station. 
(a) as owner 


(b) as lessee from 


Name of Landlord 


(c) other (specify) 


She State rental rate (s) specified in lease (s) applicable during 1965 
payable by lessee to oil company. 


é. Total gallonage sold to station in each of the following years: 
1965 1964 1963 1962 1961 
73 Dollar amount of rent collected by oil company from service station 


lessee in each of the following years: 
1965 1964 1963 1962 1961 


8. Oil company estimate of net profit of lessee of service station in each 
of the following years. 


1965 1964 1963 1962 1961 


v3 In any case where the oil company leases the service station from 
another landlord: 


(a) State the amount of rent paid by the oil company for the service 
station in each of the years; 


1965 1964 1963 1962 1961 


Page 702 Part 14 


(b) State whether landlord is a subsidiary, associated related or aff- 
iliated company 





VESSEMN© 
NY a 
10, In the case of a service station owned by the oil company, give the 
following particulars. 
(a) Year Land Price 
Acquired Paid. 
Total Land cost. 
(b) 1965 Land Assessement 
(c) Oil company best estimate of current 
market value of site alone 
(d) Year of Expenditure Amount 
Building cost 
Cost of major additions 
or improvements 
Cost of equipment 
Approximate total cost of 
buildings and equipment. 
(e) 1965 assessed value of improvements 
(f) Amount of insurance on buildings and equipment 
(g) State oil company best estimate of present market 
value of station including lands, buildings, and 
equipment for use as a service station. 
it. Give particulars of all rent charges during the period January Ist 
1961 to December 31st, 1965 as follows: 
Average Monthly 
Gallonage for 
Three Months 
Preceeding date 
Date Rent Formula of rent change. — Reasons for change 
123 What is the term of the lease? 
13. Upon what notice can the service station operator's lease be terminated? 


(a) by the oil company 


(b) by the operator 


—__ 
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54. 


I3. 


56. 
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14, State for this station: the nurber of pumps 


the number of bays 


ie Are there any special circumstances affecting this station which have 


a bearing on the rental charged? (give full particulars) 


TABLE 184 
QUESTIONNAIRE 123 


Name of Oil Company 





Does your company sell to it's brand name service stations in Alberta 
(either directly or through a subsidiary, related or affiliated company) ? 


YES SING 
(a) Tires and tubes O J 
(b) Batteries a O 
(c) Anti-freeze O a 
(d) accessories and other products 
(excluding petroleum products) 0 D 


if yes - 

(a) State the name of the company that makes such sales. 

(b) List all the products which the company sells to service stations. 

Is your company a party to any "market access agreement" or other agree- 
ment with one or more suppliers of any of the following items which agree- 


ment gives the supplier access to your brand name service stations for the 
sale of the supplier's product? 


IES NO 
(a) Tires and tubes 
(b) Batteries 
(c) Anti-freeze 
(d) Accessories and other products (excluding 
petroleum products) O O 


In the case of each such agreement; 

(a) give the name of the supplier; 

(b) list the products covered by the agreement; 

(c) give as a percentage of total sales of each item 


under the agreement, the bonus, rebate, commission, 
or other payment or allowance payable to the oil 


company. 
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oY For the calendar year 1965 give the total dollar volume of sales 
of the following T.B.A. items and other products to service 
stations in Alberta which sell your brand of petroleum products. 


By Oil Company By Suppliers 


or Under Market 
Subsidiary Access Agreements 

(a) Tires and tubes 
(b) Batteries 
(c) Anti-freeze 
(d) Accessories and other 

products (excluding petroleum 

products) $ $ 


58. For the calendar year 1965. 


(a) State the net profit of the oil company or its 
subsidiary resulting from sales by it of T.B.A. 
items and other products referred to above, to 
service stations in Alberta which sell the oil 
company's brand of petroleum products. $ 


(b) State the total amount received by the oil company 
resulting from sales by suppliers of T.B.A. items 
and other products referred to above under market 
access agreements, to service stations in Alberta 
which sell the oil company's brand of petroleum 
products $ 


59. In respect of each of the following items, (if the 
oil company either sells it, or arranges for it's sale 
through a supplier under a market access agreement 
to service stations which sell the oil company's brand 
of petroleum products,) state the percentage of such 
service stations, in each category indicated, which 
purchase the said item from the oil company or suggested 


supplier. 
% of lessee % of In- % of In- 
stations which dependents dependents 
purchase financed _ not financed 
item which which 
purchase —_ purchase 
items item 


(a) Tires and tubes 
(b) Batteries 
(c) Anti-freeze 


(d) accessories and other products 
(excluding petroleum products) 
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In respect of each of the following items(if the oil company either sells 
it or arranges for it's sale through a supplier under a market access 
agreement to service stations which sell the oil company's brand of 
petroleum products) estimate the approximate percentage of the total 
purchases of each item made by such service stations, in each 
category indicated, 


(1) whichis probably sold by the oil company, a subsid- 
iary, or a supplier having a market access agreement 


with the oil company; and 


(2) which is probably sold by competitive suppliers. 


Lessee Independents Independents 
Stations financed not financed 
% of % of % of 
purchases purchases purchases 
supplied supplied supplied 

by by by by by by 
Q)_ (2) (1) (2) (1) YQ) 


(a) tires and tubes 
(b) batteries 
(c) anti-freeze 


(d) accessories and other 


products (excluding 
petroleum products) 


Give the following particulars of all "fuel line forcing", "directed 
buying" and other contractual provisions having a similar effect or 
referring to similar undertakings given by the operator, that the oil 
company uses with any category of it's retail dealers:- 


(a) the name or description of the type of contract in 
which the provision is included (e.g. lease of premises, 
retail dealer agreement, T.B.A. products agreement, 
dealer lubricant agreement, equipment loan agreement, 
land mortgage, chattel mortgage, conditional sale agree- 
ment, or other contract or agreement) 


(b) the full text of each such provision occurring in that con- 
tract (whether the provision is applicable to petroleum 
products, lubricants, T.B.A. products, or any other item 
sold by the service station) 


(c) the full text of any provision limiting the use of premises 
or equipment to the handling of designated or authorized 
products. 


(d) the full text of any provision limiting the operator from 
dispensing or handling the products of others or installing 
equipment for such purpose. 
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62. Apart from formal written contracts, is there an understanding with 
your dealers that they will handle the products you sell or the products 
you suggest ? 


Ese © 
Dice 
63. In respect of each of the following items (if the oil company either 


sells it or arranges for it's sale through a supplier under a market 
access agreement) indicate whether the cost to a service station 

of purchasing from the oil company or it's suggested supplier is 
lower, the same, or higher than the cost of purchasing an equivalent 
or competitive item from an independent wholesale source. 


Prices from oil company or 
supplier suggested by oil 


company 
Lower The Same _—_— Higher 
(a) tires and tubes O (a ol 
(b) batteries oO O 0 


(c) accessories and other 
products 


(d) anti freeze 


TABLE 185 


QUESTIONNAIRE 13 


Name of Oil Company 


The term "advertising" as used in this questionnaire is intended to cover ad- 
vertising of all sorts including national and local advertising, advertising 

by various media such as newspaper, radio, TV, and bill board, brand signs 
on premises and vehicles, point of sale advertising, road maps and touring 
services, special promotions involving gifts, or prizes, and general publicity 
and public relations of all sorts. 


64. Give the percentage of the total expenditure of your company for 
advertising in 1965. 


(a) directed toward retail customers — 
(including all brand name advertiseing 
of a general nature) % 


(b) directed primarily toward other than retail 
customers (e. g. industrial or wholesale) % 


100 % 


65. Divide the total expenditure of your company during 1965 for ad- 
vertising of all sorts directed toward retail customers by the total 
gallonage sold by your company through retail outlets selling 
your brand name products in 1965, to express the cost of such 
advertising in cents (cents) per gallon. 
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67. 


68. 


69. 


70. 
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Advertising expense = 


Brand retail gallonage = cents per gallon 


Divide the total expenditure of your company during 1965 for 
advertising of all sorts directed toward retail customers by the 
total number of retail outlets selling your brand name products 
in 1965, to express the cost of such advertising in dollars per 

retail outlet. 


Advertising expense = 


Brand name outlets $ per outlet 


Outline the policy and practice of your company on local 
"shared cost" advertising programs where a percentage of 

the cost is contributed by your oil company and a percen- 
tage is contributed by service station operators (other than 
special promotions described in questions 70 and 71) 


In respect of such local "shared cost" advertising programs 
(a) indicate the normal range of contributions 
(i) contributed by oil company from %to % 


(ii) contributed by service station 
operators collectively from % to % 


(b) indicate the average percentage of total 
cost contributed by oil company % 





Illustrate how such a local shared cost program operates by taking 
a typical specific case in Edmonton or Calgary giving particulars 
showing:- 


(a) Brief description of program and how it is organized and 
administered: 


(b) total cost of program: $ 
(c) Amount contributed by company $ 


(d) Amount contributed by participating 
operators. $ 


(e) Number of operators participating 

(f) Average cost per operator $ 

Between January of 1963 and December 1966 has your company 
engaged in a special advertising promotion which enabled a pur- 
chaser of your gasoline to become eligible to enter a contest, or 
to win a prize or premium, or to purchase designated merchandise, 
or to receive some other benefit, advantage or award. 


WiES NO 


O O 
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Tale. In respect of each such special promotion engaged in by your 
company between January 1963 and December 1966 give the 
following particulars: (if more than three, select only the 
three largest) 


(a) the popular name of the promotion. 


(b) the dates between which the promotion 
was carried on. 


from to 
(c) A brief description of the promotion. 


(d) What did a customer have to do or pay 
to participate or to be eligible. 


(e) In a promotion where the gasoline customer 
received the right to buy another item of 
merchandise from the operator, show: 


(1) the cost of the item to the oil company $ 


(2) the price at which the oil company sold 
the item to the operator. 


(3) the price at which the operator sold 
the item to the customer. $ 


(4) total net cost of promotion to oil 
company (after deducting amounts paid 
by service station operators for purchase 
of such merchandise) 


(5) fotal net cost of promotion to service 
‘station operators (after deducting 
amounts paid by customers for pur- 
chase of such merchandise) $ 


(6) total paid by customers for such 
merchandise $ 





(7) total cost of promotion add (4) + 
(5) + (6) $ 


(8) total cost of merchandise to oil company $ 


(9) deduct total paid by all customers for 
merchandise $ 





(10) Net benefit to all customers from 
promotion. $ 


(f) In a promotion where a gasoline customer received 
either a free coupon, premium, ticket or chance, or 
a free item of merchandise or other gift show: 
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(1) the cost to the oil company of :- 


One coupon, premium, ticket or chance 
plus the fraction of the prizes it repre- 
sents; or 


One free item of merchandise or other gift. $ 


(2) the price at which the oil company sold 
one coupon, premium, ticket, chance, 
item of merchandise or other gift to the 
operator. $ 


(3) the total net cost of the promotion to the 
oil company (after deducting amounts re- 
covered from service station operators) $ 


(4) the total cost of the promotion to service 
station operators. $ 





(5) total cost of promotion add (3) + (4) $ 


(6) total benefit to customers (total amount 
of gifts, prizes or other benefits received 
by participating customers at cost to oil 
company in dollars) 


With respect to the special promotions described in your answers 
to question 71 and having regard to the many variables such as 
the cost of the gift or merchandise to the operator, the cost to 

the operator of advertising, painting, shared advertising pro- 
grams and other expenses resulting from the promotion, the ten- 
dancy of some customers to make smaller purchases or more 
numerous purchasers during such promotions, etc., estimate 

the average cost to the operator of his participation in the 
promotion expressed in cents (cents) per gallon or gasoline sold 

by him (list your facts and assumptions and show your calculations) 


With respect to each of the special promotions you have described 
in answer to question 71 and based on the gallonage sold by your 
company at retail through brand name outlets during the special 
promotion. 


(a) express the total net cost of the promotion to the oil company 
(after deducting amounts recovered from service station 
operators) (either 71 (e) (4) or 71 (Ff) (3) in cents per gallon. 


(b) express the benefit to customers in cents per gallon (i.e. 
the net benefit calculated in 7] (e) (7) when merchandise 
is purchased, or the total benefit calculated in 71(f)(5) 
when the item is free) 


(a) (b) 
Name of Promotion Oil Company Customer 
cost in cents benefit in 


per gallon cents per gal. 
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74, Evaluate the success of the special promotions described in answer 
to question 71 having regard to your company objectives, whether 
they were offensive to increase your share of the market or defensive 
to maintain your share of the market, indicating whether in your 
opinion you attained a temporary or permanent percentage increase 
in your number of customers or your share of the market and indicating 
the effect of the campaign on your competitive position with other 
oil companies. 

ree Give the following particulars of all contractual provisions 
or undertakings related to advertising or signs that are oil 
company uses with any category of its retail dealers: 


(a) the name or description of the type of contract 
in which the provision is included (e.g. lease 
of premises, retail dealer agreement, T.B.A. 
products agreement, dealer lubricant agreement, 
equipment loan agreement, land mortgage, chattel 
mortgage, conditional sale agreement, or other 
contract or agreement). 


(b) the full text of any provision:- 


(i) requiring the dealer to advertise or promote 
the sale of products sold by the company or by 
suppliers suggested by the oil company; or 


(ii) requiring the dealer to advertise primarily or 
exclusively products sold by the oil company 
or products approved by the oil company; or 


(iii) limiting or restricting the dealer from placing 
signs, advertising matter, or placards in or on 
the premises without the consent of the oil 
company; or 


(iv) limiting or restricting the dealer from displaying 
advertising or offering for sale merchandise without 
the consent of the oil company; or 


(v) relating in any other way to advertising. 


TABLE 186 
QUESTIONNAIRE 14 


Name of -Oil Company 





76. State the gasoline gallonage sold in 1965 by each retail outlet in Alberta 
which sold the company's brand of gasoline during the year (excluding 
only lessees enumerated in answer to question 53) as follows:- 


NAME OF SERVICE COMPLETE ADDRESS OF 
STATION. SERVICE STATION* 1965 GALLONAGE 


* Give street address and town or city, legal description (if no street address) , 
and Highway number (if any). 
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TABLE 187 
QUESTIONNAIRE — 15 


Name of Oil Company 


Give a breakdown of each of the types of gasoline sales shown in 
the answers to questions 36 (2) (b) (c) (d) and (e) of Questionnaire 


#9 as follows:- 


(a) sales shown in 36 (a) 


to dealers not on commission consignment (not on c.c.), and to 


dealers on commission consignment (on c.c.) 


1965 Total dollar 
Volume % amount of 
(Thousands of 1965 Purchases 


of gallons) Volume (in thousands)* x 
Premium (not on c.c.) 
Premium (on c.c.) 
Regular (not on c.c.) 
Regular (on c.c.) 
3rd Grade (not on c.c.) 
3rd Grade (on c.c.) 
Total 100% 
(b) sales shown in 36 (b) to gommercial consumers. 
Premium 
Regular 


3rd Grade 
Total 100% 


Average 

Purchase 
Price per 
Gallon *x 


* (net to oil company, excluding federal sales tax and alberta road tax) 
x (excluding commissions paid to dealers on commission consignment) 
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(c) Sales shown in 36 (c) to other consumers 


Average 
Purchase 
Price per 


1965 Total dollar 
Volume % amount of 
(FRousands of 1965 purchases 
of gallons) Volume (in thousands)*x Gallon *x 
Premium 
Regular 
3rd Grade 
Total 100% 


(d) Sales shown in 36 (d) to off -branders 


Premium 
Regular 
3rd Grade 
Total 
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(e) Sales shown in 36 (e) to major oil companies 


Premium 
Regular 
3rd Grade 
Total 


78. 
Give the total gasoline gallonage bought by your 
marketing department from refineries during 1965 
for distribution in Alberta and the average price 
per gallon paid for each grade. 


Premium 
Regular 
3rd Grade 
Total 


$ (Net to oil company, exctuding Federal Sales Tax and Alberta Road Tax) 


79. Supply us with three copies of each type of contract that you enter into 
with any of your service station dealers, bulk dealers, or farm dealers 
(e. g. lease of premises, retail dealer agreement, bulk dealer agreement, 
commission dealer agreement, franchise agreement, commission-consignment 
agreement, T.B.A. products agreement, consigned tire agreement, 
consigned battery agreement, dealer lubricant agreement, equipment 
loan agreement, equipment rental agreement, agency agreement, 
land mortgage, chattel mortgage, conditional sale agreement, adver- 
tising agreement and any other form of contract or agreement used 
from time to time between the company and any of such persons.) 


TABLE 188 
QUESTIONNAIRE 16 


Name of Oil Company 





80. What was the total cost of: 


(a) transportation of all products incurred 
by your marketing department in respect 
of its Alberta operations during 1965 $ 


(b) commissions on sales of all products, either paid 
by your oil company to your bulk dealers and 
farm dealers or allowed to them by way of dis- 
count from your posted tank truck prices or other 
prices charged by your company to such dealers, 
and relating to their marketing operations in 
Alberta during 1965. (As distinct from mark -ups 
or commissions added on to your prices by such 
dealers). $ 
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81 


82. 


83 


84. 
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Give particulars of commissions paid by your oil company to its 
service station operators in Alberta during 1965 for retailing 
gasoline as follows: 


Type of Gasoline sold Average rate of 
Setvice Stn. (thousands of Commissions paid commissions 
Dealer. gallons) (thousands of $ ) (in cents per gal) 
Retail 

Commission 

Dealers 

Dealers on 


Commission 
Consignment 


Total 


State the total current operating expenditure made by your marketing 
department relating to marketing in Alberta during 1965 (excluding 
only the cost of acquiring petroleum products and other products for 
resale, and excluding expenditures accounted for by your company 
as capital expenditures). 


$ 


Give breakdown of this total marketing expenditure showing 
significant categories of expenditure. 


Deduct from the total expenditure of your marketing department 
as shown in answer to question 82 the sum of that department's 
expenditures for transportation, bulk and farm dealer commis- 
sions, and retail gasoline commissions to obtain a gross market- 
ing department expenditure excluding transportation and com- 
missions. 


Total marketing expenditure $ 
(quest. 82) 
(a) transportation cost 
(quest. 80(a)) $ 
(b) commissions, bulk and 
farm (ques. 80 (b) $ 
(c) commissions, retail 
gasoline (quest. 81) $ 
Total excluding expenditures $ $ 
ap——————— 


Gross marketing expenditure 
(less excluded expenditures) $ 


Divide the gross marketing expenditure (less excluding expenditures) 
shown in answer to question 83 by total gasoline gallonage marketed by 
your marketing department in Alberta during 1965, to express the average 
cost of marketing in cents per gallon of gasoline marketed. 
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Gross marketing 
expenditure 
in 1965 $ 


SSS cents per gal. 


total gasoline marketed by marketing depa tment 
in 1965 


Estimate and allocate the total commissions on gasoline paid to 
your bulk dealers and farm dealers relating to their marketing 
operations in Alberta during 1965 (that were paid or allowed by 
way of discount out of posted tank truck prices or had the effect 
of reducing the oil company realization from its posted tank truck 
prices, as distinct from mark-ups or commissions added on to pos- 
ted tank truck prices by such dealers) as follows: 


(a) handling commission So aS 
(b) sales commissions We AS 
Total commissions 100 % $ 


86. Estimate and allocate your gross marketing department expenditure as 
shown in answer to question 83 relating to marketing in Alberta during 


1965 as follows:- 


Type of Market Dollar expenditure % of 
(in thousands) Expenditure 
(a) Automotive sales 
(through service 
stations) $ % 
(b) Farm Sales $ % 
(c) Industrial commercial sales $ % 


Total marketing department 
expenditures $ 100 % 


87 Give particulars of the gasoline sales of your marketing department in Alberta 
during 1965 as follows: 
Gasoline Sales % of Gasoline 
(a) Type of Market (in thousands Volume mark- 
of gallons) eted 


(a) Automotive sales (through 
service stations) % 


(b) Farm sales % 


(c) Industrial/Commercial 


Sales % 
Total 100 % 


88. Divide the total expenditure allocated to each type of market shown in 
clauses (2), (b) and (c) of question 86 by the total gasoline gallonage 
sold by your company in Alberta during 1965 to that type of market, 
to express the expenditure for marketing to each type of market in cents 
(cents) per gallon of gasoline. 
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(a) Expenditure for 
automotive sales $ = cents per gal. 


1965 automotive gasoline 
sales ween nnn n------------------------ gals. 


(b) Expenditure for farm sales = cents per gal. 
1965 farm gasoline 


(c) Expenditure for indust. and 
commercial dales $ = cents per gal. 





Industrial /commercial 
gasoline sales in 1965 gals 


89 — Estimate and allocate your total marketing department receipts in dollars 
from sales of all products in Alberta during 1965 as follows: 


Type of Market Total receipts total receipts Total Receipts 
from gasoline — from all other 
sales product sales 


(a) Automotive sales 
(through service 
stations) $ 


(b) Farm Sales $ 


(c) Industrial / 


Commercial Sales 


Total 


90. What was your total marketing department expenditure for training of 
service station operators in Alberta during 1965. 


$ 





91. Divide the total expenditure for training of service station operators 
shown in answer to question 90 by the gasoline gallonage sold through 
your service stations in Alberta during 1965, to express the expenditure 
for training in cents (cents) per gallon of gasoline. 


Expenditure for 
training $ = cents per gal. 





1965 automotive 


gasoline sales gal. 
ee Se 
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92. What was your total marketing department expenditure in Alberta during 
1965 on service station outlets, or relating directly or indirectly to 
such outlets; (including planning and marketing studies, design and 
engineering, acquisition of sites, construction of buildings, renewal 
replacement and renovation of buildings and equipment, service station 
rentals paid by the oil company to others, money loaned for service 
station improvements, painting, maintenance, and other expenditures 
on service stations of whatsoever nature) 


(a) total expenditures on service stations 
accounted for as capital expenditures 
(not included in question 82) $ 


Total marketing department expenditure 
for service stations. 


93. What amount of the total expenditure in answer to question 92 was for: 


(a) acquisition of land 
(b) service station rentals paid to others 
(c) loans and mortgages advanced to service 
station owners repayable by them. $ 





94. Divide the total expenditure for service stations shown in answer to 
question 92 by the automotive gasoline gallonage sold through service 
stations in Alberta during 1965 to express the expenditure for service 
stations in cents (c) per gallon of gasoline. 


i 


Service station expenditure cents per gal. 





1965 automotive gasoline sales gals. 

95. What were the total amounts received by your company during 1965 
in respect of properties in Alberta that were used for marketing, as 
follows: 


(a) from lessees as rent for service stations $ 


(b) from service station owners in repayment 
of principal and interest on account of 
loans and mortgages. $ 


(c) fromsales of service stations and other 
lands, buildings and improvements that 
were used in marketing. $ 





96. Divide the total rental received from Lessees as shown in answer to 
question 95 by the total gasoline gallonage sold through service 
stations operated by lessees from your oil company, to express the 
average rental received in cents (cents) per gallon of gasoline. 


Total rent received 
from Lessees §$ 


cents per gal. 


Gasoline sold through service stations operated 
by lessees from oil company. gals. 
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97. What was your total marketing department expense in connection with 
Alberta credit cards during 1965. $ 





98. Divide the total expense for credit cards shown in answer to question 
Thx 


(a) by the total gasoline gallonage sold through service stations 
in Alberta, to express the expense for credit cards in cents 
per gallon of all gasoline sold by service stations. 


Expense for credit cards $ = cents per gal. 


Total service stations sales gals. 





(b) By the total gasoline gallonage sold on credit cards through service 
stations in Alberta to express the expense for credit cards in cents 
per gallon of credit card sales. 


Expense for credit 


cards $ = cents per gal. 
a Eh ind ete UE tt a ie oh 


Total credit card sales gals. 





99. What was your total marketing department expenditure in Alberta during 
1965 on bulk stations and farm dealer outlets, or relating directly or 
indirectly to such outlets; 

(including planning and marketing studies, design and engineering, ac- 
quisition of sites, construction of buildings, renewal replacement and 
renovation of buildings and equipment, bulk station and farm dealer outlet 
rentals paid by the oil company to others, money loaned for improvements 
to bulk stations and farm dealer outlets, painting, maintenance, and other 
expenditures on bulk stations and farm dealer outlets of whatsoever 

nature) 


(a) Total expenditures on bulk stations and farm 
dealer outlets accounted for as capital ex- 
penditures (not included in question 82) $ 





(b) total expenditures on bulk stations and farm 
dealer outlets accounted for as current op- 
erating expenditures (included in question 














82) $ 
total marketing department expenditures on 
bulk stations and farm dealer outlets $ 
100. What amount of the total expenditure in answer to question 99 was for: 
(a) acquisition of land $ 
(b) rentals paid to others for bulk stations 
and farm dealer outlets. $ 





10}. Estimate and allocate the total gallonage handled by bulk 
stations and farm dealer outlets in Alberta during 1965 as 
between the types of market to which such gasoline was 
ultimately delivered, as follows: 
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Type of Market to which Gasoline handled % of Gasoline 
gasoline was ultimately (in thousands Volume 
delivered. of gallons)* Handled. 


(a) Automotive sales through 
service stations 


(b) Farm Sales. % 
(c) Industrial/Commercial % 
Sales 


Total 100 % 
102. What was the total assessed value of all bulk dealer stations and 
farm dealer stations owned by your company in Alberta at 30 


December 1965. 


(a) Land assessment $ 





(b) Buildings and improvements 
assessment $ 





Total assessment $ 
103. Divide the total marketing department expenditure for bulk stations 
and farm dealer outlets shown in answer to question 99 by total gasoline 
gallonage handled by bulk stations and farm delaer outlets in Alberta 
during 1965 shown in answer to question 101, to express the expenditure 
for bulk stations and farm dealer outlets in cents per gallon of gasoline 


handled 
Total expenditures on bulk stations cents 
and farm dealer outlets $ = per gal. 


Total gasoline handled by bulk stations 
and farm dealer outlets gals. 





TABLE 189 
QUESTIONNAIRE 17 


Name of Oil Company 





104. In respect of the total Alberta sales of gasoline by your company 
which were based on commercial consumer posted tank truck prices 
during 1965, state the total volume sold at each price as follows: 


Price Volume sold in 
(thousands of gallons) 


Commercial consumer tank truck price or higher. 
Discount up to 1-1/2 cents. 

Discount over 1-1/2 to 2-1/2 cents 

Discount over 2-1/2 to 3-1/2 cents. 

Discount over 3-1/2 to 4-1/2 cents. 

Discount over 4-1/2 to 5-1/2 cents. 
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Discount over 5-1/2 to 6-1/2 cents 
Discount over 6-1/2 to 7-1/2 cents 
Discount over 7-1/2 to 8-1/2 cents. 
Discount over 8-1/2 to 9-1/2 cents. 
Discount over 9-1/2 to 10-1/2 cents. 
Discount over 10-1/2 cents. 
Total commercial consumer sales 
In respect of the total Alberta sales of gasoline by your company which 
were based on other consumer tank truck prices during 1965, state the 


total volume sold at each price as follows: 


Other consumer tank truck price or higher 
Discount up to 1-1/2 cents 


Discount over 1-1/2 to 2-1/2 cents 

Discount over 2-1/2 to 3-1/2 cents 

Discount over 3-1/2 to 4-1/2 cents. 

Discount over 4-1/2 to 5-1/2 cents 

Discount over 5-1/2 to 6-1/2 cents 

Discount over 6-1/2 to 7-1/2 cents 

Discount over 7-1/2 to 8-1/2 cents 

Discount over 8-1/2 to 9-1/2 cents 

Discount over 9-1/2 to 10-1/2 cents 

Discount over 10-1/2 cents 

Total other customer sales. 

State the net prices in cents per gal. , that were paid by or charged 
to the marketing division of your oil company during 1965 for each 
acquisition of gasoline to be distributed in Alberta, in whole or in 
part, whether acquired from refineries belonging to your company or 


otherwise:- 


Volume Net price in 
(thousands of gals.) Grade cents per gallon* 


(* Net to Vendor oil company excluding Federal Sales Tax & Alberta 


Road Tax.) 
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TABLE 190 
QUESTIONNAIRE — 18 


Name of Oil Company 
107. For each refinery owned directly or indirectly by your company which 


normally sells part or all of its gasoline production for use in the Pro- 
vince of Alberta, give the following particulars: 


(a) total volume of crude oil processed by the 
refinery during 1965 (in thousands of barrels) 


(b) total amount paid for the total volume of crude 
oil processed by the refinery during 1965 


(c) average price per barrel of crude oil purchased by 
the refinery during 1965 


108. Give particulars of the products produced by each such refinery in 
1965 as follows: 


Name of Unit of Total 1965 Total dollar Average 
Products X Measure Production realization from realization 
(gals Ibs) (thousand of units.) disposition of value per 


each product.* unit of prod.* 


Xx Show different grades of gasoline as different products. 
Net to refinery excluding Federal Sales Tax & Alberta Road Tax. 


* 


109. In the case of the gasoline produced by each such refinery during 1965, 
give particulars of its disposition as follows: 


Volume in 
Ueto pte 


(a) to your marketing division to supply your 
service stations and bulk and farm outlets 


handling your brand name gasoline. 


(b) To other major brand oil companies by sale, 
exchange or product transfer. 


(c) to wholesalers, private brand or off brand 
oil companies 


(d) to other f.o.b. refinery purchasers 


(e) to other classifications of purchasers 
(if material - give particulars) 


Total gasoline production for 1965 


110. For each such refinery give particulars of each disposition of 
gasoline during 1965 to a major oil company, as follows: 


Volume of disposition Net price 
(thousands of gallons) Grade per_gallon* 


(* Net to refinery excluding Federal Sales Tax & Alberta Road Tax) 
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In respect of each off-brander, jobber or wholesaler for resale operating 
in Alberta who purchased gasoline from you during 1965 whether f.o.b. 
the refinery, or by tender or by a negotiated price or otherwise, give 
particulars as follows: 


Volume of Purchase Net Price 
(thousands of gals.) Grade Per gallon* 


(*Net to refinery excluding Federal Sales Tax & Alberta Road Tax.) 


TABLE 191 
QUESTIONNAIRE 19 


Name of Oil Company 


Your company directly or indirectly owns or controls a number of 
service stations. Naturally your company desires these stations 

tc be used for the sale of your products. There appears to be three 
ways in which such stations are usually operated: 


(a) by a lessee who is tied by contracts to purchase 
products from your company; or. 


(b) by an agent who receives a commission on products 
delivered to him on consignment; or 


(c) by a salaried employee of the oil company. 


Enumerate and explain in detail all advantages and disadvantages to 
your oil company that it sees in having its service stations operated 
by lessees. (For instance you might discuss such problems as relative 
costs; the possibility of labor organizing -and its effect on retailing; 
and the significance of the contributions of lessees, in providing some 
operating capital for service stations, in advertising of oil company 
products and brands, in sharing costs of promotional programs, in 
paying rents or occupancy charges, in assuming risks of operating 
losses, theft losses and shrinkage losses, in assuming responsibility 

for employment of staff and related benefits, etc.) 


Enumerate and explain in detail all advantages and disadvantages to 
your oil company that it sees in having its service stations operated 
by commission agents. 


Enumerate and explain in detail all advantages and disadvantages to 
your oil company that it sees in having its service stations operated 
by salaried employees. 


Assuming the following hypothetical set of facts; namly, your company 
ows an urban neighborhood service station on a major traffic artery in 
Edmonton or Calgary, with an annual gasoline volume of 200,000 gallons 
and a sales ratio of gasoline to other products of approximately 70 to 30, 
open twelve (12) hours daily, and your company operates it by hiring 
salaried employees: 


(a) Give the average annual salary you would expect to 
have to pay to attract and retain a competent operator; 
and 
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(b) How many hours would you expect your salaried 
employee operator to work per week on the average 


at this station; hrs. 
(c) List each additional employee required as follows:- 
Job classification and description Average hrs. Annual Salary 
of duties (pump attendant, lube man, Worked per -or - 
mechanic etc.) Week. Earnings. 
1 
ee 
3: 
4, 
iy 
6. 
rae 
8. 
Employee payroll (except operator) $ 
(d) Calculate a statement of income and expense for your hypothetical service 


station, which you would regard as normal or average for such a station. 


Annual gasoline sales 200,000 gals. 
Open 12 hours daily 

Ratio of gasoline sales to other sales 70/30 
Gasoline Sales % of total sales. 

Gasoline Sales $ 70% 


Cost of Gasoline $ 
Gross profit on 
Gasoline Sales $ $ 


Other Sales 


Motor Oils $ 
Lubricants $ 


Tires, Batteries, Accessories 


and Parts. $ % 
Labor & Service $ % 
Total other sales $ 30 % 


Cost of Merchandise sold 


Gross profit on other 
sales $ $ 


Gross Profit $ 
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Annual Expenses: 


116. 


No. 
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Operators salary $ 


Employee payroll 
(except operator) 


Heat, light & power 
Half-ton truck 
Maintenance 
Accounting & Misc. 


Occupancy cost 
(depreciation & taxes) 


Total Expense $ 


If your company operated all the service stations which it directly or in- 
directly owns or controls by using salaried employees, rather than lessees, 
in the opinion of your company would the cost of retailing gasoline be in- 
creased, decreased or be approximately the same? Outline and explain - 
in detail your reasons for your conclusions. 


TABLE 192 
QUESTIONNAIRE 20 


Name of Oil Company 





117 In the case of each service station in Alberta owned or con- 
trolled by your company (or by a subsidiary, associated, re- 
lated or affiliated company) in which the operator was directly 
or indirectly a salaried employee of your company during any 
part of 1965, please prepare 


Employee Operated Service Station Report. 
Name of Oil Company 





1. Name of station 
2. Complete address of service station: 
(a) Street address and town or city 
(b). Legal description (if no street address) 
(c) Highway No. (if any) 
3. List the following particulars about each employee who was em- 
ployed as operator of the station at any time during the period 


1961-1965, inclusive; 


Operator's Name Period of Operation If still employed by 
from to oil co. give job 


(mo/yr) (mo/yr) description & title. 
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4, On the average, how many hours per week would the operator of 
this station work ? hrs. 


oN 
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Give particulars of the formal education and training 
of the salaried employee who operated this station dur- 
ing 1965 (if more than one, select the one who was in 
this capacity the longest), hereinafter called the 1965 
operator. 


Academic 
Technical 


Trade 
and Other 


describe the 1965 Operator's Previous Employment with 
your company: 


Job Description Years 
What training has oil company provided to the 1965 operator ? 
During what hours was the station open during 1965? 


List each employee employed in this service station 
during 1965 as follows: 


Job classification and description Average Total 1965 
of duties Hours Salary 
(operator, pump attendant, lube man, Worked or 
mechanic etc.) per week _ Earnings. 
Operator 


During hours when the operator is normally absent which employee 
is normally in charge of station? 


What was the annual gallonage of this station in each of the 
following years? 


1965 1964 1963 1962 196] 


In any case where the oil company leases the service station from 
another landlord: 


(a) State the amount of rent paid by the oil company for the service 
station in each of the years: 


1965 1964 1963 1962 1961 


(b) State whether landlord is a subsidiary, associated, related or 
affiliated company 


NWAES NO 
0 O 


In the case of a service station owned by the oil company, give 
the following particulars: 
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(a) 1965 Land Assessment 


(b) Oil company best estimate of current 
market value of site alone. 


(c) 1965 assessed value of improvements 


(d) Amount of insurance on buildings and 
equipment (if necessary) 


(e) State oil company best estimate of present 
market value of station including lands, 
buildings, and equipment for use as a 
service station. 
14, State for this station during 1965. 


The number of pumps 


The number of bays. 


I). Give particulars of sales at this station during 1965 as follows: 
Name of Product 1965 $ 
Sold Volume of % of 
Product Sold Total Sales. 
Gasoline 
Motor Oils 
Lubricants 


Tires, batteries, 
accessories and parts 
Labor and service 
Other sales (specify) 


Total sales 100% 

16. Giver particulars of gross profit from gasoline sales as follows: 
Grade of 1965 volume Retail mark-up Gross Profit 
Gasoline in gals. cents per gal .* on gasoline 


Gross profit on gasoline sales 


(* Retail mark-up on difference between retail price and dealer posted 
tank wagon price.) 


Wie Give particulars of gross profit from all sales other than gasoline during 
1965 as follows: 


Gross sales other than gasoline $ 
Cost of merchandise sold $ 
Gross profit on other sales $ 


——————————— 
18. Give particulars of the expenses for operating this station during 1965 as 
follows: 
Operator's salary $ 
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Employee payrool (except operator) $ 


Heat, light and power $ 
Truck or other vehicles $ 
Maintenance $ 
Accounting and miscellaneous $ 


Occupancy costs (rent paid to owner 








or (depreciation and taxes) $ 
Other expenses $ 
Total expenses $ 
19. Divide the total expense of operating this service station during 1965 by 


the gasoline gallonage sold through the service station during 1965 to 
express the cost of retailing through that station in cents per gallon of 


gasoline. 
Expenses for 1965 $ = cents per gal. 
1965 gasoline sales gals 


TABLE 193 
QUESTIONNAIRE 21 


Name of Oil Company 





118. For each separate sale of regular (grade 2) gasoline to each commercial 
consumer who purchased from your company in Alberta during the months 
of June and December in 1965 at a discount below the posted commercial 
consumer tank truck price for the place of delivery, give particulars of 
such sales as follows: 


Description or classification Volume of — Discount in Net 
of purchaser (government, con- sales (Thou- cents per Actual Real- 
struction company, transport sands of gal.(below price ized 
company ,truck company, taxi gallons.) posted pr. paid by 
aviation, manufacturer, etc. for place of per Oil 
delivery gal. . «Co. 


cents per gal .* 





(* Net to oil company (a) excluding Federal Sales Tax & Alberta Road 
Tax; and 
(b) excluding transportation and marketing expense 
differentials from refinery to place of delivery 
to customers) 


TABLE 194 
QUESTIONNAIRE 22 


Name of the Oil Company 





119 State the production of your company during 1965 of each of the following: 
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Quantity Unit of = ---=-- $ Value------- 





a Measure 
(a) Crude oil and 
condensate bbls. 
(b) Natural gas 
liquids bbls. 
(c) Natural gas MCF 
(d) Sulphur Long tons 


120. State your estimate of the reserves of your company as of 31 December 1965 
of each of the following: 


----Quantity----- Unit of Measure 
(a) Proved reserves of crude 
oil and condensate bbls. 
(b) Established reserves of 
Natural gas liquids bbls. 
(c) Established reserves of 
Natural gas MCF 
(d) Established reserves 
of sulphur Long tons 
121. If your company is a member of a family of companies and it has sub- 


sidiary, associated, related or affiliated companies with production 
or reserves in Alberta, or your parent company has subsidiary, assoc- 
iated, related, or affiliated companies with production or reserves in 
Alberta, please obtain and provide information with respect to each 
such company having production or reserves in Alberta, as follows:- 


(e. g. Texaco should give figures for Texaco Exploration Company and 
Canadian Seaboard Oil Company; Standard of British Columbia should 
give figures for Chevron Standard Limited; Shell should give figures 

for Cree Oil of Canada Limited and Anglo Canadian Oil Company (1955) 
Ltd., etc. etc.) 


i Name of Company 
Ph Production during 1965 of each of the following:- 
------ Quantity----Unit of Measure ----$Value---- 
(a) Crude oil and 
condensate bbls. 
(b) Natural gas 
liquids bbls 
(c) Natural gas MCF 
(d) Sulphur Long tons 
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3 Estimate of reserves as of 31 December 1965. 


Quantity Unit of Measure 
(a) Proved reserves of crude oil 
and condensate bbls. 
(b) Established reserves of 
Natural gas liquids bbls. 
(c) Established reserves 
Natural gas MCF 


(d) Established reserves of 
sul phur Long tons 
(4) Problems with Oil Company Replies 


The Committee listened to the views of many persons whose familiarity and 
concern was only with a small segment of the oil industry. 

However, the Committee confidently expected that the factual accurate data 
on which the conclusions of the Committee could be based would practically all 
be supplied by the oil companies themselves in answer to the Committee’s question- 
naires. The Committee considered that the oil companies would have more and 
better data than would be available from any other source, and this would be the 
best information on which conclusions could be based. If a problem was being 
examined, the Committee hoped that the oil company answers would shed light 
upon the problem and prove or disprove some proposition. 


Many of the companies did a great deal of work and generously provided 
much useful information to the Committee. Individual executives of various com- 
panies were courteous, obliging, and as helpful as it would be possible for them to 
be: 

However, in many cases the oil company response was disappointing to the 
Committee and was much less informative than the Committee had hoped. 


It took longer for the oil companies to answer questionnaires than the Com- 
mittee anticipated. 


Our first questionnaire we regarded as a relatively easy one, as it simply 
enquired into numbers of outlets. Most companies replied to this questionnaire 
within two months, and we then thought we had firm and accurate figures. As 
subsequent questionnaires went out, some oil companies gave us revised figures 
for the first questionnaire. Seven months after the first questionnaire had gone 
out we had figures which differed by some hundreds of outlets from the figures 
which we had originally received from the companies. The final revision of 
numbers in this questionnaire came in in May of 1967, nearly fourteen months 
after the question was first asked. 


The Committee had hoped to obtain data progressively. It was the Com- 
mittee’s expectation that after having received and analyzed the answers to pre- 
liminary general questions, it could use this general information as the basis for 
more specific or more detailed questions. This also proved to be impractical due 
to the long time interval between the question and the reply. 

Questionnaire 4 sought information as to gasoline gallonage sold by the 
numbers and categories of outlets concerning which particulars had been obtained 
in questionnaire 1. This questionnaire was sent to the oil companies on May 18, 
1966. Many of the oil companies took five or six months to reply. When the 
replies were all in, it was apparent that the numbers of outlets reported by a 
company in questionnaire 1 and the number of outlets reported by the same 
company in questionnaire 4 did not always agree. Subsequent changes made by 
oil companies in the answers to questionnaire 1 necessitated corresponding 
changes in the answers to questionnaire 4, and the Committee received revisions 
to questionnaire 4 as late as January of 1968, so “final” answers to this question 
were not available for 20 months. 
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Questionnaire 3 requested each oil company for the numbers of its lessees 
whose leases terminated for any reason. A subsequent questionnaire 8 requested 
particulars about individual terminations. Questionnaire 3 was sent out on 
May 13, 1966 and the initial replies were not all in until November of 1966, 
and corrections to these initial replies were received as late as February of 1967. 
Accordingly when the Committee sent out questionnaire 8 on the 8th of Septem- 
ber 1966 asking for particulars of individual terminations, it did not have all 
the answers to questionnaire 3 indicating how many terminations there were. 


As the questions of the Committee became more specific, the oil company 
replies took longer before they were returned. For instance, questionnaire 9 sent 
out on December Ist, 1966 was not replied to by all companies until June of 
1967, and corrections to replies were received by the Committee as late as Sep- 
tember of 1967, nearly ten months after the question was asked. 


After waiting many months for a reply to a question the Committee was 
disappointed in many cases to receive uninformative answers such as “Not Avail- 
able”, “unavailable”, “not relevant”, or incomplete answers, or some questions 
not answered at all. 


Some questions related to activities of the oil companies themselves, whereas 
other questions related to activities of service stations selling the oil companies’ 
products. It was understandable in the case of questions to oil companies about 
their service stations that in some cases they might not have the information. It 
was more difficult for the Committee to understand why the oil companies did 
not have information relating to their own operations. 


In the case of over 250 questions or parts of questions relating to oil company 
operations, (as distinct from service station operations) the oil companies replied 
with the words “Not Available’, or “unavailable”. 


To some of the Committee’s questions the reply received was “Not Relevant”. 


In many cases questionnaires were returned with considerable numbers of 
the questions not answered at all. Excluding questionnaires 8, 11, 14, and 21, 
in over 700 questions or parts of questions the oil companies made no entry in 
a place left for their reply. Three of the major marketers failed to answer ap- 
proximately 20% of the questions submitted to them. 


_ In other cases although answers were given, they were incomplete or other- 
wise in a form that the Committee was unable to use. For instance, the Com- 
mittee wished to develop some information about the comparable value of different 
service stations as a basis for comparison of the rentals charged. Accordingly 
for each service station we requested 

(a) the 1965 land assessment, 
(b) the 1965 assessed value of improvements. 


Assessments are made on a uniform basis throughout the province and this should 
provide a uniform measure for comparisons of value. To calculate the valuation 
of the property as determined by the assessor, you use one conversion formula 
for land assessment and a different conversion formula for improvements assess- 
ment, so both assessment figures are necessary for each service station. One oil 
company, in answering these questions about its service stations, filled in a land 
assessment for most stations, but in almost all cases left the space for the im- 
provements assessment blank. In the case of some of its service stations it filled 
in a single figure which appeared as though it might be the total of the land and 
improvements assessment. In any case the data was incomplete or ambiguous 
to the extent that no use could be made of it by the Committee. The Committee 
had waited approximately five months for the reply containing this incomplete 
or carelessly compiled data. To provide the incomplete data the oil company 
had given, it had examined the assessment notice for each of its service stations 
on which both figures requested are shown. It extracted one figure but not the 
second, although separate spaces were provided on the questionnaire for each 
figure. To clarify the figures it had already given, it would be necessary for the 
oil company to check each of these assessment notices again, and the experience 
of the Committee indicated that a second question would not be replied to in any 
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less time and might not be answered much more accurately than was the case 
with the original question. 


The Committee wished to develop information about the length of tenure 
of lessees who terminated. It requested the companies to prepare “Lease Ter- 
mination Reports”. One of the questions asked was the date the lessee com- 
menced to operate the service station. One oil company, in almost eight out of 
every ten of its terminations, indicated that it did not know when its lessee 
commenced to operate the service station. With respect to this question, the 
Committee wrote to the oil company as follows: 

“For instance we took it for granted that a business would have a record of 
of the date on which it placed the tenant in possession of its premises, because 
presumably about that date the tenant would enter into a lease, would execute a 
dealer franchise agreement and other formal documents, would pay for inventories 
of products and stock on hand, and would commence ordering products.” 

“There were a number of these reports where no commencement date was 
shown in answer to question 5, but a termination date was shown in answer to 
question 6 and the duration of his tenancy was shown in answer to question 10 
of the same questionnaire.” 

Also the Committee pointed out that a large number of these reports were 
cases of multiple terminations where several persons in succession became lessees 
of the same station. In such cases the oil company gave termination dates for 
each successive lessee but not commencement dates. 

The oil company reply reads in part as follows: 

; “We were unable to answer question 9 in most instances as this information 
is not available. Leases and company owned service station franchise agreements 
are signed concurrently and are normally for one year. Expired lease and franchise 
agreements are not kept on file. Similarly credit records for closed accounts are 
not maintained for other than a short period of time. 

When we indicated the duration of tenancy under question 10 but did not 
answer under question 5 the former was an approximation only. 

In case of multiple terminations we did not state the commencement date for 
the new tenant as being the same for the termination for the outgoing tenant, as 
this does not necessarily follow. The station could have been closed for a short 
period of time or an operator could have been hired until a lessee was finally 
installed.” 

This company accordingly was unable to give the Committee information 
which would have assisted the Committee to compile data as to the average tenure 
of its recently terminated lessees. However, this same company in other sub- 
missions to the Committee gave its conclusions as to the average length of time 
its lessees operated service stations for the company. 


When the company was unable to provide the Committee with data to assist 
the Committee to form conclusions about tenure of lessees there may be some 
question as to the accuracy of the data and the validity of the conclusions reached 
by the company about tenure of its lessees. 


As stated in the beginning, the Committee considered the best data available 
would be that which was supplied by oil companies. Even from this source the 
Committee has some misgivings about the data so obtained, and some items may 
not be completely accurate. However, it is the Committee’s hope that the broad 
picture will be generally correct despite some inaccuracies in detail. 

There were cases where the Committee did not succeed in communicating its 
intentions or desires to the oil companies. There were also cases where a company 
misinterpreted a question or erred in the answer. 


For instance in questionnaire 9, which was sent out in December of 1966 
the Committee asked in question 36(d) for each company’s sales during 1965 to 
off-branders or wholesalers for resale. One company indicated it had no sales 
to off-branders and its reported sales to other purchasers accounted for 100% 
of its sales. In answer to question 77(d) of questionnaire 15 which went out in 
March of 1967 the same company again reported no sales during 1965 to off- 
branders. However, in reply to question 111 of questionnaire 18 which went 
out in May of 1967 this same company reported sales during 1965 to off-branders 
amounting to some tens of millions of gallons. The last answer necessarily raised 
some doubt as to the validity of the two earlier answers. 
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One company which engages in the business of buying gasoline from re- 
fineries and reselling to service stations reported the prices at which it purchased 
from refineries in answer to question 78 as being the same amount per gallon as 
the price at which it sold to service stations in answer to an earlier question. One 
of the questions was probably misunderstood, or answered carelessly, or in error, 
because the oil company makes a profit on its operations. 


Question 76 of questionnaire 14 asked for gasoline gallonage sold in 1965 
by each retail outlet. Some companies in error reported gallonage figures which 
included both gasoline and diesel. 


Question 14 of questionnaire 4 requested gasoline gallonage sold by retail 
outlets in Alberta. One company in error inadvertently reported a gallonage 
figure which covered its entire prairie region rather than just the Province of 
Alberta. Another company reported a gallonage figure which included both 
gasoline and diesel, although gasoline only had been asked for. Where such 
errors were obvious enough to be discovered by the Committee with its limited 
knowledge, the oil company could explain, correct, and rationalize them. 


However, the probability certainly exists that some figures supplied to the 
Committee by the oil companies may not be entirely accurate. It is equally pos- 
sible that some answers may have been misunderstood or, misinterpreted by mem- 
bers of the Committee. These factors were taken into account by the Committee 
in attempting to reach its conclusions, so in general the weight of evidence from 
many sources was relied upon rather than the specific answer to a single question. 


No one is more aware than this Committee of the substantial dificiencies in 
the information we have to work with and the dangers of reaching firm conclu- 
sions from incomplete or inaccurate information. However, we tried to make 
clear to the oil companies what we wanted, and we tried to give them the oppor- 
tunity to submit information to us and to influence us with their expert opinions 
on the issues before us. Those oil companies which unduly delayed their answers 
or omitted or neglected to give us answers, or gave us incomplete answers, or 
gave answers which avoided the issues the Committee was obviously attempting 
to learn about, should share the responsibility for any deficiencies in the inform- 
ation available to the Committee. 


The Committee although given no deadlines was faced with the necessity of 
making a report within a reasonable period of time based on findings that were 
relatively current. 

Although it was frustrating to find that it took longer than anticipated to 
obtain data and the data obtained was incomplete in many details, nevertheless 
a great deal of information was obtained and assembled from which general 
impressions and broad conclusions can be reasonably reached. 


The Committee might have had a fuller and more accurate picture if some 
of the oil companies had taken more care with their replies or made a greater 
effort to provide the information that was obviously being sought. There are 
no doubt many aspects of the enquiry where more could have been accomplished 
if the Committee had more staff to check details or more time to reconcile various 
discrepancies. More questions could always be asked and better answers could 
always be obtained but there is a necessity at some stage to give the best answers 
possible with the information at hand. 


(5) Information from Former Operators 


As the enquiry progressed it soon became apparent that Lessee Turnover 
dealt with in Chapter 24 and Extinction of Privately Owned Service Stations 
dealt with in Chapter 26 were serious problems, concerning which more inform- 
ation was required. Current service station operators could only speculate as 
to why their predecessors had terminated. The oil companies which record very 
little information of any kind about service station operators could not provide 
us with authentic information as to the reasons for termination. 


The oil companies in submitting their “Service Station Lease Termination 
Reports” in answer to oil company questionnaire 8, quite frankly admitted that 
their records respecting termination were incomplete and unreliable. 
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Accordingly the Committee considered that the best possible information 
available would be that which former operators could provide. 


We accordingly prepared a questionnaire to be answered by former operators 
consisting of 50 questions as set out in Table 195. We used some of our most 
experienced interviewers who had previously been engaged on the questionnaire 
submitted to service station operators to conduct interviews with a fairly large 
sample of former operators, most of whom were from urban stations in either 
Calgary or Edmonton. In many of such cases we already had considerable in- 
formation about the station by reason of an interview with a current operator 
which enabled us to form an opinion about the accuracy of the former operator’s 
recollections. 


In general, former operators appeared to have very clear recollections which 
was particularly true when dealing with the circumstances of their termination 
and their reasons for termination. 
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TABLE 195 


Province of Alberta 
GASOLINE MARKETING ENQUIRY 
STRICTLY CONFIDENTIAL INFORMATION 
From Service Stations 
(Former Operators) 

The purpose of this interview is to obtain factual information about service 
station operations, and to determine the nature and extent of any problems which may 
exist in the marketing of gasoline and related products and services to the motoring 
public. 

All information you give is strictly confidential. 

A summary of information from these questionnaires may be included in the report 
of our enquiry to the Government of Alberta, but the report will in no way identify any 


individual operator or station. 


Kenneth A. McKenzie, @.C., Edmonton - Chairman 
Arthur Fitzpatrick, P.Eng., Edmonton 


Allan N. Rose, Calgary 
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REPORT REFERENCE 
FORMER OPERATORS 
1. Name of person interviewed: 
Address: 
Presently employed as: 
2. Name of Station: 
Location: (a) Street address: 
(b) Town or City: 
(c) Legal description (if no street address): 
(d) Highway Number (if any): 


3. Brand of gasoline: 


4, Previous Occupations: (a) years 
(b) years 


5. Why did you decide to lease this particular station? 
6. What information did you have about this station before you decided to lease it? 
7. How accurate did this information prove to be? 


8. How much education and training did you have: 
(a) Academic 

) Trade 

) Technical 

) Oil Company training 

e) Other 


(b 
(c 
(d 
( 


9. (a) Average weekly hours of work: 
(b) Did your wife work in the business? Yes O 
No O 
If yes, how many hours per week ? 
(c) Average weekly hours of work in present employment? 


10. How was station held: (a) leased from oil company 0 


(b) owned by operator 0 
(c) leased from other than 
oil company a 


11. Primary category of outlet: 
(a) ordinary service station 
(b) Highway service station 
(c) other 


OOO 


12. Description of station: ) Lot size 

) Building size 

) Number of islands 
) Number of hoses 
) 


13. | With how many stations were you in competition? 


14. Could fewer stations have handled the gas and services required by the public in 
the area in which you competed? Yes 0 No 0 
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If yes, Estimate how many of these stations could close without reducing the quality 
of service available to individual customers. 


15. Complete Appendix Form 29-31 and Desireability Factors form on station and 
Operator. 


16. Hours of Operation: (a) Weekdays to 
(b) Sundays to 
(c) 24 hours 





17. Did your oil company ever ask you to change your hours of operation? 


Increase Yes O No O 
Decrease YesO) No O 
18. Were you asked to provide financial statements to your oil company? 
YesO No O 
Did you? YesO NoO 


19. If yes, Did oil company give a reason for asking for statement ? 


20. Were you on commission consignment? Yes O No O 
21. Did you object to commission consignment ? 
Yes O No O 
22. What was your profit on gasoline (per gallon)? 
(a) On consignment (cents per gallon) 
(b) Before consignment (cents per gallon) 


23. What was your profit on diesel ? 
(a) On consignment (cents per gallon) 
(b) Before consignment (cents per gallon) 


24, When did you lease the station? 


25. When was the lease terminated? 
26. Time in this outlet: Years Months 


27. By whom was the lease terminated? 
By oil company By operator 

28. How much money did you invest in your business? 

(a) Original investment 

(b) Additional investment 

(c) Total 

(d) Liabilities 

(e) Balance 


29. Did the oil company from whom you were leasing loan you money to help you to 
establish in business? YesO) NoQ 


If yes, How much? 
30. How was this credit secured? 
31. How did you dispose of your stock and equipment on termination? 
32. To whom was it sold? 
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33. 


34. 


35. 


36. 


37. 


38. 


39. 


40. 


4l. 


42. 


45. 


47. 


49. 


50. 
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How did you arrive at the value of your stock and equipment ? 
Amount of money realized on termination of lease: $ 


How did this compare with your idea of value of your stock and equipment? 
More 1) — By how much? 
Less O 


Gallonage figures for: (a) First year of operation: 
(b) Final year of operation: 


Total sales for: (a) First year of operation: 
(b) Final year of operation: 


Net income: (a) First year of operation: 
(b) Final year of operation: 
(c) Present income: 


As a service station operator were you satisfied with your net income? 


YesO) No 
What rental changes did you experience? (Specify) 


Rent: (a) At commencement of lease: 
(b) At termination of lease: 


Did your oil company offer, on termination, to assist you to re-establish in another 
station: Yes O No 0 


Did your oil company assist you to dispose of your stock and equipment ? 
YesO NoO 


What was the reason given to you by the oil company for termination of your lease? 
What were your reasons for termination? 


Could any of the following problems be considered as reasons for your termination ? 
Yes No 

) T.B.A. pricing iii 

) Discounting 

) Rental problems 

) Help 

) Low income 





g) Long hours 
h) Wrong brand 
(i) Site 

(j) Traffic flow 

(k) Lack of business experience 
(1) Disaster 


Ooooocoeoead 


oT sa 9 a 


If yes, Give particulars in each case. 
Do you feel that you were undercapitalized? Yes UO No O 
Approximate age of operator: 


Interviewer's comments re termination, station and operator. 
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(6) Service Station History Cards 


The Committee accumulated information relating to a service station from 
a number of sources. 


The service station questionnaire provided detailed information relating to 
572 outlets each of which had been inspected, the operator interviewed, the books 
examined, and a questionnaire consisting of 106 questions largely completed. 


For some stations we had a “service station closure report” prepared by an 
oil company in answer to questionnaire 6. 


We received from the oil companies “service station lease termination reports” 
covering hundreds of terminations between the years 1961 and 1965 and for the 
calendar year 1967. 


In the case of each service station which was occupied by a lessee from an 
oil company during 1965, we received a “Service Station Rental Report” containing 
the answers to 15 questions about the station and its business. 


We received from the oil companies in answer to questionnaire 14 par- 
ticulars of the name, the address, and the 1965 gallonage of each retail outlet 
in the province (other than lessees concerning whom we had already obtained the 
information). . 


In respect of some service stations we might have one or more interviews 
with former operators of that outlet. 


It was obviously desirable to correlate the information from various sources 
about a particular service station. 


Accordingly for each service station in the province we prepared a Service 
Station History Card. On some cards we have information from only one source. 
However there are other cards which disclose very complete information about an 
outlet derived from an interview with a current operator, a “Service Station Rental 
Report” prepared by the oil company, one or more service station lease termina- 
tion reports prepared by the oil company, and interviews with one or more former 
operators. 


The processing and compilation of the data we obtained was a large task in 
itself. For instance, 572 service station questionnaires containing answers to as 
many as 106 questions each, by itself accounts for a few hundred thousand answers. 
To be able to extract information about particular classifications of service stations 
and to do comparisons of various kinds, a great deal of our information was 
programmed on a computer which facilitated the handling of our data. 


(7) Information from Bulk Stations 


In 1965, oil companies had 1,140 bulk agents and farm dealers scattered 
throughout Alberta. They market gasoline and petroleum products to two of the 
basic markets namely — farm consumers, and smaller commercial consumers. 


The Committee followed the same procedure to obtain information about 
bulk agents and farm dealers as it followed in the case of service station operators. 
We prepared a Bulk Station Questionnaire consisting of 61 questions shown in 
Table 196. Our interviewers called on a representative number of bulk stations 
which were geographically distributed in various areas of the province and obtained 
completion of a number of such questionnaires. 


We prepared oil company questionnaire 10 containing 14 questions relating 
to bulk outlets which were replied to by the oil companies. 
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TABLE 196 


Province of Alberta 
GASOLINE MARKETING ENQUIRY 
STRICTLY CONFIDENTIAL INFORMATION 


from BULK Stations 


The purpose of this interview is to obtain factual information about BULK 
station operations, and to determine the nature and extent of any problems which 
may exist in the marketing of gasoline and related products. 

All information you give is strictly confidential . 

A summary of information from these questionnaires may be included in 
the report of our enquiry to the Government of Alberta, but the report will in no 


way identify any individual operator or station. 
Kenneth A. McKenzie, Q.C., Edmonton - Chairman 


Arthur Fitzpatrick, P.Eng., Edmonton 


Allan N. Rose, Calgary 
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PART 1] 





INTRODUCTORY QUESTIONS 


1. Name of Station 
Address 
2. Brand of gasoline sold 


PERSONAL PARTICULARS AND OPINIONS 


3. Name of person interviewed 


4. Position of person interviewed: | Owner iL 
Lessee O 
Manager O 
Commission Agent U 
5. How long have you been in charge of this station? years. 


6. What did you do previously? 
Occupation Years 


7. Why did you decide to (buy, lease, manage) this particular station? 


8. What information did you have about this station before you decided to (buy, lease, 
manage) ? 


9. How accurate did this information prove to be? 


10. How much education and training do you have? 
Academic 
Trade 
Technical 


Other 

DESCRIPTION OF OUTLET 
11. How station is held: (a) leased from oil company 
(b) owned by operator 
(c) leased from other than oil company (specify) 
(d) owned by oil company and operated by employee 
(e) other (specify) 
(f) Consignment Bulk station 


i ag 


Wholesale bulk distributor 


12. Category of outlet: (a) O 
(b) Farm distributor O 
(c) Bulk outlet with retail pumps O 
(d) Other (specify) ei 
13. What was your gallonage last year? 
(a) Assigned (retail) accounts gallons 
(b) Contract or Industrial accounts gallons 
(c) Farm accounts gallons 
TOTAL gallons 
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14. With how many stations are you in direct competition? 
15. Could fewer stations handle the gas and services required by the public in the 
area in which you compete ? 


YesO No 


If yes, Estimate how many of these stations could close without reducing the 
quality of service available to individual customers. 


16. Do you have a defined sales area? 


YesO No O 

17. Do you supply gasoline to all of your brand service stations in your area? 
YesO) No 

18. Pricing: #) #92 


Purple Purple Amber Red Diesel Stove 
Assigned (retail) tte il Wine! sic. a 
accounts 
Commercial or 
Industrial accounts 


Farm Accounts 


19. What is your profit or commission on the following products: 
#| #2 Red 
Purple Amber Diesel Stove 





Assigned (retail) 
accounts 
- Contract or 
Industrial accounts 
Farm Accounts 


20. What shrinkage allowance does the Oil Company grant to you? 
21. Is this adequate? YesO NoO Not sure 0 
If no, What should your shrinkage allowance be? 
22. Who is responsible for credit? (a) Assigned (retail) accounts 
(b) Contract or Industrial accounts 
(c) Farm accounts 
23. How is credit secured? 
24. Is your lease: (a) month to month oO 
(b) year to year O 
(c) longer (specify) O 


25. At what notice can your lease be terminated? 


By oil company or landlord By you 
24 hours oO 


(a) 0 
(b) 7 days O O 
(c) 10 days O O 
(d) 15 days (au O 
(e) 30 days O O 
(f) Other (specify) O 0) 


26. Have you borrowed money from the oil company that supplies your gasoline? 
YesO) No 0 
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27. Has your oil company assisted you to purchase equipment ? 


YesO NoO 
28. Was any of the credit extended to you by your oil company secured by: 
Yes No 
(a) a land mortgage “ae ot oS 
(b) a chattel mortgage ‘a 0 
(c) an undertaking from you to buy one or 
more products of the oil company Oo O 
(d) any other undertaking (specify) D O 


29. How much do you owe your oil company now? On equipment: 
For gas and oil: 


30. Have you the right to prepay the indebtedness in full whenever you wish? 


YesO) NoO 

31. Have you been asked to provide financial statements to your oil company ? 
YesO) No 0 
Do you? YesO No O 


32. About what percentage of your gasoline business is handled with: 
Cash 
Charge accounts 


33. What does it cost you, per gallon, to handle the gasoline that you deliver to: 
(a) Assigned commercial accounts 
(b) Contract accounts 


34. What is the present value of equipment you own and use in your business? 


35. If you were to leave the bulk oil business what could you realize if you sold this 
equipment? 


36. To whom could you sell it? 
37. What is the face value of your Accounts Receivable? 
38. In actual cash, how much are these Accounts Receivable worth? 


39. How much have you "written off" your Accounts Receivable as bad debts in 
1965 1964 1963 1962 1961 


40. How much of this have you collected? 
1965 1964 1963 1962 1961 


41. How old are your Accounts Receivable? 
Less than 30 days old % 
30 to 90 days old % 
90 days to 1 year old % 
Over | year old % 


42. What is the highest total amount of credit that you have ever extended to your 
customers ? 


43. What rate of interest do you charge on Accounts Receivable? 
Nil % 


44, What is the largest amount of credit ever extended to you by your oil company? 
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45. 


47. 


49. 


50. 


abs 


ye 


DS. 


54. 


do's 


56. 


O76 


58. 


Bee 


60. 


61. 


Did your oil company charge you interest on this money? 


YesO 


If yes, at what rate? 


PROBLEMS AND SOLUTIONS 


In general, what are the biggest problems facing your bulk station today? 


Specify problems in order of importance. 


In general, what are the biggest problems facing the bulk station business? 


No O 


What solutions do you suggest for these problems? 


General observations by Interviewer. 
P & L Statement for the 
Total Assets: (a 
(b) Accounts Receivable 
(c) Other Assets 
Total Liabilities: 
Current Equity 
Original Equity 
Total sales or commissions 
Cost of sales, if any 
Gross Profit 
Total Expenses 
List Expenses: Depreciation 
Wages 
Bad debts written off 
Allowance for bad debts 
Net Profit 


Drawings 


Profit after drawings 
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month period ending 


) Cash on handand in the bank 


TOTAL 


196 
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(8) Other Submissions 


The Committee did not conduct formal public hearings. Much of the informa- 
tion we needed to learn had to come from service station operators, bulk operators 
and former operators. We considered we would obtain more information from 
such people by personal interviews in the familiarity of their accustomed sur- 
roundings than we would by formal sworn testimony in public hearings. It was 
the experience in British Columbia that such persons were reluctant to volunteer 
themselves as witnesses for cross examination in formal public hearings. 


So far as information from oil companies was concerned, it was considered 
that much of this would take time to compile and that the replies from written 
questionnaires which they had ample time to consider would also be more satis- 
factory and informative than testimony produced in formal proceedings. We 
considered that the oil companies might be less reluctant to provide information 
for our private benefit than they would be if such information was all to be subject 
to scrutiny and cross examination by their competitors and others and was exposed 
to the publicity which normally accompanies public hearings. 


In our interviews with the oil companies we indicated that we would welcome 
any submissions they chose to make to supplement their replies to our question- 
naires. 


In September of 1966 Imperial Oil Limited presented a brief to us which 
was very helpful and was very greatly appreciated. : 


From time to time throughout the enquiry as problems arose we had the 
benefit of informative discussions with and advice from officials of Imperial, B.A., 
and other companies. 


Throughout the enquiry we also met on various occasions to hear representa- 
tions from the Directors of the A.R.A. This association and its competent Secre- 
tary-Manager provided us with information and with assistance on numerous 
occasions. They put forth the utmost efforts to assist in every way they could, 
and we are indebted to them for their contributions. 


We received subrhissions from The Alberta Motor Association, and the 
Consumers’ Association of Canada. 


We have consulted with and been assisted by members of various faculties 
at the University of Alberta, the Oil & Gas Conservation Board, the Research 
Council of Alberta, and various departments of government including the Depart- 
ment of Highways, the Department of Mines & Minerals, the Department of 
Industry and Tourism, the Licensing Branch, and the Alberta Bureau of Statistics, 
to mention a few. 


The Committee was fortunate in having the assistance of many competent 
persons who were on its staff from time to time during the course of the enquiry. 
Without exception they were keenly interested in the particular aspect of the 
enquiry in which they were involved and their several contributions have been 
immensely helpful to the Committee in its sizeable task. 


To those many people who have assisted us, whether from government or 
from industry, or from our own staff we express our appreciation. 


Printed by L. S. Wall, Queen’s Printer for Alberta, 1969 
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